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REPORT  OF  PENNSYLVANIA  STATE  COMMIT- 
TEE OF  UNEMPLOYMENT  RESERVES. 


Honorable  Gifford  Pincbot, 

Governor  of  Pennsylvania, 

Harrisburg,  Pa. 

Sir : 

For  three  years,  the  country  has  been  in  the  midst 
of  a severe  economic  crisis.  The  national  income  has 
been  cut  to  less  than  half  the  1929  figure : an  unprece- 
dented drop;  exports  have  decreased  to  a fraction  of 
their  normal  level;  factories  are  idle;  railroad  traffic 
has  been  sharply  reduced ; millions  are  unemployed. 

In  this  situation  you  appointed  last  Novem1)er  a 
Committee  of  citizens  to  “examine  into  the  possibilities 
of  making  some  self-respecting  provision  for  workers 
when  unavoidable  unemployment  occurs,  taking  into 
consideration  the  plan  recently  proposed  by  the  repre- 
sentatives of  seven  eastern  states,  and  other  plans”, 
and  to  suggest  ways  and  means  for  dealing  with  the 
problem  of  unemployment  in  Pennsylvania  upon  a 
return  of  normal  business  activity. 

Prolonged  mass  unemployment  is  the  most  serious 
problem  resulting  from  the  depression.  Its  social  cost, 
its  demoralizing  influence  on  the  individual,  the  wide- 
spread distress  which  it  has  caused,  have  focused  the 
attention  of  all  people  on  ways  and  means  for  improv- 
ing and  alleviating  these  conditions.  Demands  are 
insistent  that  something  be  done  to  avert  their  recur- 
rence, or  at  least  to  provide  for  dealing  more  effectively 
with  the  distress  which  accompanies  them. 

Legislation  establishing  compulsory  unemployment 
insurance  or  reserves  has  been  advocated  prominently 
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in  response  to  these  demands;  and  it  was  to  study  the 
advisability  of  such  legislation  in  Pennsylvania,  that 
this  Committee  was  appointed. 

After  extensive  study,  the  committee  arrived  at 
widely  varying  conclusions,  and  no  joint  report  is 
therefore  possible.  The  separate  opinions  are  accord- 
ingly set  forth  in  the  following  pages. 

Respectfully  submitted, 

Charles  Denby,  Jr., 

Chairman. 


7 


STATEMENT  OF  THE  CHAIRMAN,  MESSRS. 

BELL,  HOUSTON  AND  SMITH  AND  MRS. 

LAWRENCE. 

The  plans  generally  proposed  for  compulsory  un- 
emplojmient  insni-ance  or  reserves,  which  will  be 
hereinafter  discussed  in  more  detail,  provide  for  the 
establishment  of  a state-administered  fund  to  which 
employers,  and  in  some  instances  employees,  are  re- 
quired by  law  to  make  regular  specified  contributions ; 
and  from  which  regular  employees  may,  after  a fixed 
period  of  unemployment,  draw  limited  benefits.  Certain 
of  these  plans  provide  for  a distribution  of  risk  by  the 
use  of  a single  state-wide  pool,  and  for  contributions 
based  upon  an  attempted  actuarial  computation  of  risk. 
These  are  defined  generally  as  “unemplojunent  insur- 
ance.” Others  provide  a separate  fund  for  each  sepa- 
rate enterprise  or  industry,  thus  making  no  provision 
for  a distribution  of  risk.  Contributions  to  such  funds 
are  required  only  in  order  to  maintain  fixed  reserves, 
and  are  not  computed  actuarially.  These  are  known  as 
‘ ‘ Li  nemployment  reserves.  ’ ’ 

The  theory  from  which  these  plans  proceed  is  that 
the  security  of  the  worker  depends  upon  a combination 
of  external  circumstances  over  which  he  has  no  control ; 
that  the  resulting  insecurity  is  a characteristic  of  the 
existing  social  structure;  and  that  haphazard  individ- 
ualism cannot  be  allowed  to  continue,  since  it  has  shown 
neither  ability  nor  inclination  to  provide  security  to  the 
individual,  throwing  the  victims  of  irregularity  of  em- 
ployment upon  unsystematic  private  charity  and  state 
relief. 

It  is  claimed  by  the  advocates  of  these  plans  that 
they  will  not  only  provide  a predetermined  system  of 
unemployment  relief,  which  will  largely  do  away  with 
the  present  form  of  private  and  state  relief,  and  afford 
a dignified  provision  for  regular  workers,  but  that  they 
will  even  tend  to  remedy  the  defects  in  our  present 
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economic  system  wliicli  cause  unemployment ; and  that 
they  will  thus  provide  a real  measure  of  social  security. 
They  maintain  that  such  plans  will  do  something  to  pre- 
vent a recurrence  of  depressions  in  the  future:  (1)  by 
providing  an  incentive  to  the  employer  to  regularize  his 
operations,  and,  as  a result,  to  forestall  over-expansion 
and  (2)  by  arresting  declining  business  activity  and 
employment  through  the  establishment  of  large  re- 
serves from  surplus  earnings  in  good  times  which,  when 
distributed  as  benefits  in  times  of  slack  employment, 
will  provide  a reservoir  of  purchasing  power.  The 
requirement  of  contributions  by  employers  is  mainly 
justified  on  the  ground  that  in  this  manner  there  is 
placed  upon  industry  its  proper  share  of  the  burden  of 
unemployment;  a burden  which  industry  can  in  turn 
pass  on  to  the  public  in  the  price  of  its  products  and 
thus  equitably  distribute  the  burden. 

The  Committee  undertook  this  study  with  a keen 
desire  to  support  any  plan  which  gave  real  promise  of 
relief  to  society  and  to  the  individual.  At  the  same 
time,  the  signers  of  this  statement  are  of  the  opinion 
that  a heavy  burden  of  proof  must  of  necessity  rest 
upon  those  who  propose  for  enactment  into  law  any 
plan  having  such  far-reaching  consequences  and  sub- 
ject to  such  grave  possibilities  of  abuse. 

As  the  study  proceeded,  we  came  to  the  conclusion 
that  the  advocates  of  compulsory  unemployment  insur- 
ance or  reserves  have  not  given  adequate  consideration 
to  the  vital  objections  and  difficulties  inherent  in  these 
plans.  They  have  argued  from  the  present  situation 
of  distress,  suffering  and  demoralization  as  a premise, 
to  the  conclusion  that  one  or  another  of  the  plans  they 
advocate  should  be  adopted.  Before  accepting  this  con- 
clusion, we  are  of  the  opinion  that  the  problem  and  the 
proposed  solutions  must  be  approached  realistically, 
without  prejudgment,  and  with  recognition  that  a de- 
sire to  do  something  will  not,  of  itself,  justify  the 
acceptance  of  any  plan. 
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CONCLUSIONS. 

After  consideration  of  all  the  factors  involved,  the 
signers  of  this  statement  are  opposed  to  the  adoption 
of  any  plan  of  compulsory  unemployment  insurance  or 
reserves,  for  the  following  reasons : 

1.  These  measures  cannot  relieve  depressional 
unemployment.  In  a competitive  economy,  indus- 
try cannot  accumulate  reserves  adequate  to  finance 
such  relief.  Any  attempt  to  force  industry  to  do 
so  will  reduce  production,  and  consequently  inten- 
sify unemployment  and  reduce  the  aggregate 
volume  of  purchasing  power. 

2.  These  measures  cannot  prevent  depres- 
sional unemployment..  This  end  can  be  achieved 
only  by  regularization  of  operations.  Depres- 
sions are  the  result  of  forces  so  complex  and  so 
deeply  seated  in  the  life  of  the  country  as  to  be 
largely  beyond  the  control  of  industrial  manage- 
ment. Efforts  to  prevent  depressions,  and  the  un- 
employment resulting  therefrom,  by  any  attempt 
to  compel  regularization  of  employment  through 
the  imposition  upon  industry  of  the  costs  of  unem- 
plo5nnent  insurance  or  reserves,  will  be  ineffective. 

3.  Unemployment  such  as  exists  outside  of 
depressional  periods  does  not  justify  the  adoption 
of  these  measures.  While  a system  might  be 
created  which  would  provide  relief  for  such  un- 
employment, the  benefits  to  be  derived  therefrom 
are  so  slight  as  to  be  wholly  outweighed  by  the 
objections  to  embarking  upon  a course  involving 
the  further  participation  of  the  State  in  the  control 
of  industry  and  trade,  with  all  its  implications  of 
restriction,  bureaucracy  and  politics. 
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In  addition  to  the  foregoing  underlying  objections, 
additional  defects  of  these  plans  may  be  summarized 
as  follows:' 

(a)  No  plan  of  unemployment  insurance  or 
reserves  can  relieve  the  distress  of  depressional 
unemployment,  which  is  the  only  type  of  unemploy- 
ment presenting  a serious  problem.  The  principle 
upon  which  these  plans  rest  is  that  of  distributing 
benefits  as  a matter  of  right  rather  than  of  need. 
That  industry  cannot  support  the  burden  resulting 
from  the  application  of  this  principle  in  periods  of 
depressional  unemplojunent,  has  been  demon- 
strated by  experience  in  England  and  in  G-ermany, 
where  the  financial  burden  arising  from  the  distri- 
bution of  benefits  to  all  unemployed  as  a matter  of 
right  became  so  unbearable  that  grants  of  benefits 
on  this  basis  had  to  be  abandoned.  In  actual  prac- 
tice unemployment  insurance  has  failed  wherever 
it  has  been  tried:  what  remains  being  the  mecha- 
nism of  unemployment  insurance,  devoted,  in  a 
large  extent,  to  the  distribution  of  state  and  wel- 
fare relief;  that  is,  the  distribution  of  benefits  to 
the  unemployed  on  the  basis  of  need. 

(b)  No  such  plan  can,  within  reason,  be  made 
to  apply  to  the  marginal  employee,  the  first  to  be 
discharged  and  the  last  to  be  re-employed.  He  is 
the  one  most  in  need  of  relief. 

(c)  Any  system  of  individual  or  industry 
reserves  would  be  largely  ineffective  in  industries 
having  large  fluctuations  of  volume  over  cycles  of 
several  years.  It  is  in  such  industries  particularly 
that  help  is  most  needed. 

(d)  Any  system  of  “insurance”  or  state-wide 
pooled  reserves  (1)  will  tend  to  distribute  benefits 
in  inverse  ratio  to  contributions,  and  (2)  will 
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effectively  open  the  way  to  “borrowing”  from  the 
State  upon  exhaustion  of  the  fund,  thus  imposing 
upon  the  State  an  unlimited  burden. 

(e)  To  the  extent  that  the  cost  to  the  employer 
is  passed  on  to  the  consumer  through  an  increase 
in  prices,  there  will  be  a further  tendency  to  in- 
crease the  present  disparity  between  the  prices  of 
agricultural  products  and  raw  materials  on  the 
one  hand,  and  of  manufactured  products  on  the 
other  hand.  This  disparity,  which  causes  a cur- 
tailment in  the  buying  power  of  the  agricultural 
population  for  manufactured  products,  is  one  of 
the  particularly  troublesome  factors  in  the  present 
depression. 

(f)  In  many  industries  prices  cannot  be 
raised  for  the  purpose  of  absorbing  such  expense 
without  diminishing  volume;  thus  increasing  un- 
employment. 

One  of  the  greatest  problems  with  which  American 
industry  is  faced  is  that  of  the  mounting  cost  of  govern- 
ment. Each  proposed  new  burden,  small  as  it  may  be 
in  itself,  must  be  carefully  scrutinized  and  should  be 
rejected  unless  truly  essential  to  the  well-being  of  the 
people.  In  the  present  case,  the  initial  burden,  particu- 
larly of  plans  of  the  reserve  type,  may  appear  to  be 
negligible.  It  is  virtually  certain,  however,  that  as  soon 
as  the  limitations  inherent  in  such  limited  systems  are 
recognized,  there  will  be  pressure  from  organized 
groups  for  a widening  of  the  coverage,  a liberalizing  of 
the  restrictions,  and  an  extension  of  the  benefits  in 
amount  and  in  duration,  necessarily  entailing  an  in- 
crease in  contributions.  This  will  be  followed  by  pres- 
sure for  insurance,  and  inevitably  end  in  a resort  to 
“borrowing”  from  the  State.  Such  has  been  the 
European  experience  and  would  be  ours. 
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In  tliis  connection,  we  may  well  take  heed  of  the 
words  of  Winston  Chnrchill,^  one  of  the  authors  of  the 
English  unemployment  insurance  system,  in  which  he 
states : 


“The  question  which  was  asked  me  most  often 
in  my  journeyings  was  whether  the  United  States 
would  be  wise  to  adopt  some  form  of  Federal 
unemployment  insurance.  No  doubt  with  our  expe- 
rience as  a guide,  it  would  not  be  necessary  to  make 
all  the  old  mistakes.  The  best  features  of  the  best 
plan  could  be  adopted.  But  the  question  seems  to 
me  to  turn  upon  another  still  graver  question : Is 
the  economic  and  industrial  crisis  going  to  pass,  or 
is  it  to  be  our  common  fate  for  years  and  years? 
If  the  former — if  the  clouds  are  soon  to  roll  away — 
it  would  be  better  for  America  to  trust  to  the  make- 
shifts of  emergency  rather  than  to  build  up  a 
nation-wide  organization  on  a permanent  basis. 

Political  abuses  have  crept  into  our  system, 
notwithstanding  all  our  efforts.  He  would  be  a 
bold  American  who  would  feel  quite  sure  that  the 
wide-spread  structure  of  unemployment  insurance 
and  the  labor  exchanges  upon  which  it  rests  could 
be  established  throughout  the  length  and  breadth 
of  the  United  States  without — to  put  it  mildly — 
here  and  there  some  political  abuses  creeping  in 
too.” 

Unemployment  is  not  yet  a fixed  characteristic  of 
American  life.  It  is  in  Europe.  Alternatives  to  the 
dole  cannot  be  discussed  in  Europe ; only  improvements 
in  it.  Fortunately  America  still  refuses  to  accept  mass 
unemployment  as  a chronic  condition.  When  it  does, 
the  present  social  order  will  be  changed;  and  the  advan- 
tages of  unemployment  reserves  or  insurance  will  not 
be  adequate  to  avoid  this  outcome. 


^“Who’ll  Pay  the  Jobless?”  Colliers,  February  25,  1933,  pp.  10,  32. 
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RECOMMENDATIONS. 

We  recommend,  therefore,  against  the  establish- 
ment of  any  kind  of  compulsory  unemployment  insur- 
ance or  unemployment  reserves.  If,  in  your  judgment, 
the  subject  should  merit  further  consideration  in  the 
future,  we  recommend  that  no  action  be  taken  toward 
the  establishment  of  any  such  plan  until  those  now 
being  considered  by  other  states  have  been  sufficiently 
tested  by  actual  operation  to  prove  their  merit. 

We  are  of  the  opinion  that  the  distress  arising 
from  unemployment,  whether  depressional  or  casual, 
should  continue  to  be  dealt  with  as  an  emergency.  It 
should  be  relieved  (1)  by  the  voluntary  efforts  and  con- 
tributions of  the  people  living  within  the  locality  in 
which  such  distress  occurs;  and  (2)  by  the  exercise  of 
the  taxing  power  of  the  local  community  and  of  the 
state,  to  provide  to  those  who  are  in  need,  the  essential 
facilities  of  relief. 

We  advise  that  a careful  study  be  made  of  this 
form  of  relief  in  the  light  of  experience  gained  during 
the  present  emergency  in  the  United  States  as  well 
as  abroad.  As  a result  of  such  study,  there  should  be 
devised  adequate  and  properly  co-ordinated  machinery 
for  the  provision  of  this  form  of  relief  when  needed, 
including  as  far  as  practical  the  making  of  work  and 
the  equitable  distribution  of  existing  work. 

It  is  obvious  that  the  present  depression  has  re- 
vealed weaknesses  in  our  economic  system;  that  in 
many  respects  a greater  degree  of  social  control  may 
be  essential.  Business  vested  with  a public  interest 
may  require  further  regulation.  But  we  should  hesi- 
tate before  extending  this  principle  further  than  neces- 
sity requires.  Individualism,  with  its  concomitants  of 
initiative,  enterprise  and  self-reliance,  is  still  a power- 
ful force  in  American  life.  It  built  the  country,  and. 
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coupled  with  co-operation,  it  will  accomplish  its  re- 
covery and  lead  the  way  to  further  progress.  It  should 
he  fostered;  and  not  hampered  unless  some  substantial 
benefit  will  be  gained  thereby. 

DESCRIPTION  OF  PROPOSED  PLANS. 

The  plans  currently  proposed  are  of  two  broad 
types:  The  “reserve”  type  and  the  “insurance”  type, 
each  compulsory,  and  applicable  to  certain  large  groups 
of  employers.  Legislation  proposed  in  Minnesota,  al- 
though of  the  “reserve”  type,  has  certain  essential 
provisions  so  different  from  the  typical  “reserve” 
plan  that  the  Minnesota  proposal  will  be  separately 
considered. 

The  compulsory  reserve  plan  is  distinctly  an 
American  conception,  designed  to  avoid  some  of  the 
defects  of  Elni-opean  insurance  plans.  This  type  of 
plan  has  already  been  enacted  into  law  (though  it  is 
not  yet  in  operation)  in  Wisconsin;  has  been  recom- 
mended by  legislative  commissions  in  Massachusetts 
and  California;  has  been  endorsed  by  the  American 
Federation  of  Labor,  the  American  Association  for 
l.abor  Legislation,  and  by  the  Governors’  Interstate 
Commission  appointed  by  the  Governors  of  seven 
eastern  states,  which  met  in  1931.  It  is  the  type  of 
plan  proposed  for  Pennsylvania  in  House  Bill  1735, 
the  enactment  of  which  is  recommended  in  a minority 
report  of  this  Committee. 

Under  plans  of  this  type,  there  is  created  a central 
state-administered  fund,  but  one  in  which  each  em- 
ployer has  his  separate  individual  account,  except  in 
cases  where  groups  of  employers  in  the  same  industry 
or  locality  have  been  allowed  to  pool  their  accounts. 
Each  employer  subject  to  the  plan  must  currently  con- 
tribute a sum,  usually  2 per  cent,  of  the  payroll  of  all 
of  his  employees  covered  by  the  plan,  until  he  has 
accumulated  a reserve  of  $75.00  per  employee.  Vir 
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tually  none  of  the^e  plans  require  contributions  by 
employees.  Thereafter  contributions'  may  be  reduced 
or  susj>ended  entirely,  so  long  as  the  reserve  remains 
approximately  at  the  level  mentioned.  Employees  who 
are  entitled  to  benefits  under  the  plan  must  look  solely 
to  their  particular  employer’s  reserve.  If  it  becomes 
exhausted,  benefits  will  cease.  This  limitation  is  the 
essential  characteristic  of  the  reserve  t}q)e  of  plan. 

Such  a scheme  has  none  of  the  characteristics  of 
insurance.  There  is  no  sharing  of  risk,  no  relation 
between  the  risk  and  the  size  of  the  reserve:  there  is 
merely  the  compulsory  maintenance  of  a limited  re- 
serve. 

To  avoid  the  inevitable  limitations  of  these  re- 
serve plans,  the  Ohio  Commission  recommended  a 
different  plan,  modeled  upon  European  unemployment 
insurance.  Essentially,  it  provides  for  the  creation  of 
a central  state-wide  pool  into  which  all  employers  and 
all  employees  covered  by  the  plan  must  regularly  con- 
tribute. All  employee  beneficiaries  are  entitled  to  draw 
benefits  from  the  central  pool,  rather  than  from  an 
individual  company  reserve,  thus  distributing  the  risk. 
Contributions  are  to  be  based  upon  an  attempted  ac- 
tuarial estimate  of  the  risk  of  unemployment. 

In  other  respects  the  two  types  of  plan  are  quite 
similar.  The  scope  of  each  is  limited  by  certain  broad 
exclusions  and  various  specific  qualifications.  Wholly 
excluded  from  the  scope  of  most  proposals  are  farm 
laborers,  domestic  servants,  workers  in  “seasonal  in- 
dustries” (usually  defined  as  those  “in  which  it  is 
customary  to  work  not  more  than  seventeen  weeks  in 
twelve  months”),  workers  of  employers  employing 
four  persons  or  less,  employees  of  the  state,  its  sub- 
divisions, and  all  municipalities ; workers  in  interstate 
commerce;  all  employees  earning  more  than  a certain 
annual  wage,  usually  about  $2,000.00,  at  other  than 
manual  labor ; teachers  in  private  schools  and  colleges. 
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These  exclusions  would  limit  the  -loverage  to  slightly 
more  .tiis^n  -one'hali'  of  tho^se  normally  gainfully  em- 
ployed. in  pennsyivania. 

Nor  is  all  unemployment  compensated.  In  order 
to  conserve  the  fund  and  to  discourage  malingering 

(1)  a worker  who  becomes  unemployed  must  register 
at  a State  employment  office  and  prove  that  he  is 
“unable  to  obtain  employment  at  his  usual  craft  or 
at  another  for  which  he  is  reasonably  fitted”,  and 

(2)  after  such  registration  he  may  receive  no  benefits 
for  a “waiting  period”  of  two  or  three  weeks  of  un- 
employment. This  period  is  generally  extended  to 
from  six  to  twelve  weeks  in  case  unemployment  is  the 
result  of  dismissal  for  cause  or  of  quitting  the  job. 

If  unemployment  continues  after  the  expiration 
of  the  waiting  period,  the  employee  becomes  entitled 
to  benefits.  These  are  payable  at  various  rates  under 
different  plans.  Under  a bill  introduced  in  New 
York,  which  is  the  standard  bill,  endorsed  by  the 
American  Association  of  Labor  Legislation,  and  which 
is  practically  identical  with  House  Bill  1735,  employees 
are  classified  in  a number  of  wage  groups  and  benefits 
range  from  a maximum  of  $12.50  per  week  for  em- 
ployees normally  earning  in  excess  of  $20.00  per  week, 
down  to  $5.00  per  week  for  those  earning  less  than 
$10.00  per  week.  Under  the  Massachusetts  and  some 
other  proposals,  benefits  are  fixed  at  50  per  cent,  of 
wages  or  $10.00  per  week,  whichever  is  less.  The 
Ohio  Act  is  more  liberal,  providing  benefits  of  50  per 
cent,  of  wages  or  $15.00  per  week,  whichever  is  less. 

But  benefits  at  the  rate  mentioned  do  not  con- 
tinue during  the  full  period  of  unemployment.  They 
are  strictly  limited  in  two  important  respects:  (1)  in 
no  event  may  benefits  be  received  for  more  than  a 
fixed  period.  This  maximum  period  is  ten  weeks  in 
the  Massachusetts  proposal,  thirteen  weeks  in  most 
proposals,  sixteen  weeks  in  the  Ohio  proposal.  Some 
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beneficiaries  may  not  even  attain  this  maximum  since 
(2)  there  is  a further  provision  that  benefits  can  be 
received  only  in  the  proportion  of  one  week  of  benefits 
for  every  four  weeks  of  employment  within  the  pre- 
ceding year.  In  any  event,  all  benefits  cease  after  one 
year  of  unemployment. 

No  proposal  so  far  brought  forward  is  in  any 
way  designed  to  deal  with  prolonged  unemployment. 
Not  only  is  an  employee  disqualified  from  benefits 
after  a year’s  unemployment  but  the  maximum  benefit 
which  the  most  favored  employee  could  draw  for  any 
prolonged  period  of  unemployment  would  be  $100.00 
under  the  Massachusetts  proposal;  $162.50  under  the 
New  York,  California  and  some  other  plans,  including 
House  Bill  1735;  $175.00  under  the  New  Jersey  plan; 
$240.00  in  Ohio. 

The  Minnesota  proposal  on  the  other  hand  is 
designed  to  create  a fund  which  will  be  conserved  for 
use  in  relieving  somewhat  more  extended  unemploy- 
ment. The  plan,  which  is  of  the  reserve  type,  provides 
for  a waiting  period  of  not  less  than  eight  weeks,  which, 
however,  may  be  extended  for  not  more  than  an  addi- 
tional eight  weeks  as  applied  to  industries  or  enter- 
prises having  unusually  high  seasonal  fluctuations  of 
employment.  After  the  waiting  period,  benefits  may  be 
dravm  for  not  more  than  forty  weeks  during  any  twelve 
consecutive  months  though  this  may  be  lowered  to 
thirty  Aveeks  in  the  first  twelve  months  and  to  twelve 
Aveeks  in  the  succeeding  tAvelve  months.  It  Avill  be  seen 
that  even  under  this  proposal  the  benefit,  being  at  the 
rate  of  only  40  per  cent,  of  normal  Avages  for  the  period 
paid,  is  quite  limited. 

The  cornerstone  of  all  of  these  plans  is  the 
State  employment  office.  With  this  office  all  persons 
must  register  on  becoming  unemployed  in  order  to 
qualify  for  benefits.  The  function  of  the  office  is 
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to  place  those  becoming  unemployed,  and  to  prevent 
malingering  by  ascertaining  whether  there  is  any 
emiDloyment  for  wliich  they  are  fitted.  The  agents 
of  this  office  also  pass  upon  claims  for  benefits  in  the 
first  instance.  The  endeavor  of  the  office  will  be 
fo  regularize  the  total  volume  of  employment  by  col- 
lecting information  concerning  all  vacancies.  Most 
of  the  plans  of  the  reserve  type  provide  that  organi- 
zations of  employers  or  of  employees  acting  under 
a collective  agreement  may  establish  employment  offices 
to  serve  their  particular  industry,  with  the  object  as 
far  as  possible  to  maintain  regularity  of  employment 
by  transferring  employees  from  one  employer  to  an- 
other in  the  same  industry. 

Exemption  from  the  compulsory  features  gener- 
ally may  be  obtained  under  the  reserve  plans  by  any 
employer  or  group  of  employers  who  establish  their 
own  individual  reserves  and  administer  them  under 
circumstances  assuring  benefits,  security  and  other 
conditions  at  least  as  favorable  as  those  to  be  provided 
by  law. 

All  proposals  set  up  detailed  machinery  for  the 
adjudication  and  appeal  of  claims. 

Costs  of  administration  are  borne  by  the  fund; 
no  burden  is  placed  upon  the  State. 

THE  NATURE  AND  SOURCES  OF 
UNEMPLOYMENT. 

Before  proceeding  to  a detailed  discussion  of  the 
plans  above  outlined,  it  would  be  well  to  analyze  the 
sources  and  nature  of  industrial  unemployment. 

The  most  essential  fact  about  unemployment  in 
industry,  and  a fact  not  always  recognized,  is  that 
it  is  not  uniformly  distributed  over  all  lines  of  in- 
dustry. In  general,  industries  may  be  classified  into 
two  groups:  the  consumption  goods  industries,  produc- 
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ing  the  goods  which,  are  consumed  from  day  to  day  in 
the  ordinary  processes  of  living:  shoes,  clothing,  to- 
bacco, food,  etc.;  and  the  durable  goods  industries, 
producing  the  durable  goods : buildings  and  their  con- 
stituent materials,  bridges,  railroad  equipment,  ma- 
chinery, automobiles,  etc. 

The  consumption  goods  industries  sutler  relatively 
little  fluctuation  in  volume.  Even  in  1929  they  oper- 
ated, on  the  average,  at  only  about  7 per  cent,  above 
normal.  At  the  end  of  1932  they  were  operating,  on  the 
average,  at  less  than  25  per  cent,  below  normal,  as 
will  be  seen  from  the  following  figures  - relating  to 
typical  items  of  consumption  goods: 

Percentage 
of  Normal 


Chain  Grocery  Sales 64 

Hosiery  88 

Mail  Order  Sales 61 

Textiles  77 

Gasoline  Consumption  63 

Tobacco  76 

Newsprint  Paper  74 

Wheat  Flour  94 

Wholesale  Trade  85 

Shoes  91 

Farm  Produce  Marketed 93 

Live  Stock  Slaughtered  82 

Wholesale  Grocery  Sales  85 


The  durable  goods  industries  suffer  wide  fluctua- 
tions in  volume,  generally  in  cycles  covering  a period 
of  years.  In  1929  they  operated  at  about  15  per  cent, 
over  normal ; but  at  the  end  of  1932  were  operating  at 

^Compiled  by  the  New  York  Federal  Reserve  Bank.  These  figures 
are  based  on  a comparison  of  unit  volume  in  all  cases  except  the  fol- 
lowing : chain  grocery  sales,  mail  order  sales,  wholesale  trade  and 
building  contracts ; which  are  in  dollars. 
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an  average  of  about  75  per  cent,  less  than  normal,  as 
will  be  seen  from  the  following  table  of  typical  items 
of  durable  goods : 

Percentage 
of  Normal 


Cement  38 

Lumber  25 

Locomotives  5 

Freight  Cars  0 

Ships  10 

Building  Contracts  23 

Pig  Iron 19 

IMetals  30 


The  following  chart  ^ of  industrial  output  in  the 
Ignited  States  will  show  how  stable  has  been  the  out- 
put of  consumption  goods  per  capita  of  population 
over  a period  of  years,  and  how  relatively  unstable 
has  been  the  per  capita  output  of  durable  goods : 


120 


02  03  04  05  06  07  08  09  lO  n 12  13  14  15  <6  17  i8  19  20  21  22  23  24  2 5 26  27  28  29  30  31  32 


® Prepared  by  Col.  Leonard  P.  Ayres,  vice-president  of  the  Cleve- 
land Trust  Company. 
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The  same  situation  is  indicated  by  the  following 
charts/  showing  fluctuations  in  employment  and  wage 
payments  in  various  Pennsylvania  industries. 

The  first  is  that  on  “Employment  and  Wage  Pay- 
ments in  Manufacturing  Industries  in  Pennsylvania.”® 
It  indicates  the  reasonably  steady  level  of  employment 
in  all  industry  until  after  the  end  of  1930,  when  the 
curve  first  dips  much  below  90  per  cent,  of  the  average 
for  the  years  1923,  1924  and  1925. 


* Based  upon  figures  compiled  by  Mr.  William  J.  Maguire,  Director 
of  the  Bureau  of  Statistics,  Pennsylvania  Department  of  Labor  and 
Industry. 

^ The  manufacturing  industries  of  Pennsylvania  normally  employ 
one-third  of  the  total  working  population  of  the  State.  The  United 
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States  Census  of  Manufactures  for  1929,  covering  all  manufacturing 
establishments  in  Pennsylvania  whose  products  for  that  year  were  valued 
at  $5000  or  more,  shows  that  1,014,046  workers,  exclusive  of  salaried  em- 
ployees, were  employed  in  manufacturing  industries.  Wages  of  these 
workers  for  the  year  1929  totaled  $1,379,444,293. 

The  chart  shows  the  fluctuation  in  employment  and  wage  payments 
in  the  manufacturing  industries  of  Pennsylvania  for  the  ten-year  period, 
January,  1923,  through  December,  1932.  The  indexes  of  employment  and 
wage  payments  shown  in  the  chart  are  computed  from  information  re- 
ported monthly  from  approximately  800  manufacturing  firms  in  Penn- 
sylvania engaged  in  fifty-one  branches  of  manufacturing  activity.  Ap- 
proximately 35  per  cent,  of  all  manufacturing  employment  in  Pennsyl- 
vania is  represented  in  the  index.  The  actual  employment  and  payroll 
figures  reported  have  been  converted  to  index  numbers  for  convenience 
in  comparison.  Average  monthly  employment  and  wage  payments  for 
the  years  1923,  1924,  and  1925  equal  too  in  the  indexes. 

Applying  the  shrinkage  shown  by  the  index  figures  to  the  census 
figures  for  1929,  the  inference  is  that  the  average  number  employed  in 
Pennsylvania’s  mills  and  factories  decreased  from  1,014,046  for  the  year 
1929  to  644,933  for  the  year  1932,  a decrease  of  369,113. 

Payrolls  of  manufacturing  concerns  have  shown  an  even  larger  shrink- 
age in  the  last  three  years,  and  except  for  slight  seasonal  recoveries  have 
declined  continuously  since  1929.  The  index  of  wage  payments  for 
manufacturing  industries  averaged  104.5  for  the  year  1929.  For  the 
year  1932,  the  wage  payment  index  averaged  39.6,  a 62.1  per  cent,  reduc- 
tion as  compared  with  1929.  The  enormity  of  this  reduction  in  the  wage 
income  of  workers  in  manufacturing  industries  probably  is  more  compre- 
hesible  when  stated  in  terms  of  wage  dollars.  Applying  the  shrinkage 
shown  in  the  manufacturing  wage  payment  index  to  the  wage  total  of 
$1.379444,293  reported  in  the  1929  Census  of  Manufactures  for  Penn- 
sylvania, it  is  found  that  the  wages  of  manufacturing  workers  have 
dwindled  from  the  $1,379,444,293  figure  reported  for  1929  to  $522,809,358 
for  the  year  1932,  a reduction  of  $856,634,935.  In  other  words,  payrolls 
of  Pennsylvania  manufacturing  concerns  that  totaled  approximately  $26,- 
525,000  weekly  in  1929  were  reduced  to  an  average  of  $10,054,000  a week 
in  1932. 

A comparison  of  payrolls  inflated  by  overtime  work  in  1929  with  pay- 
rolls for  1932  that  have  been  diminished  by  widespread  unemployment, 
by  prevalent  part-time  employment,  and  by  wage  reductions  accounts  for 
the  excessive  reduction  in  manufacturing  payrolls  as  compared  with  the 
decline  in  employment. 
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The  following  charts  will  show,  by  comparison, 
the  relatively  steady  course  of  employment  in  some 
typical  consumption  goods  industries. 

It  will  be  seen  that  employment  fluctuations  are 
relatively  slight  in  the  food  and  tobacco  industries.® 
Emplojunent,  even  in  1932,  was  about  95  per  cent, 
of  the  1923-1925  “average.” 
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’’Approximately  100,000  workers  are  normally  engaged  in  the  food 
and  tobacco  industries  of  the  State,  or  nearly  9 per  cent,  of  the  total  in 
all  manufacturing  industries. 

While  employment  m the  food  and  tobacco  industries  has  been 
only  slightly  affected,  there  has  been  a considerable  reduction  in  wage 
payments.  Wage  payments  in  the  food  and  tobacco  industries  reached 
their  highest  peak  in  the  last  ten  years  in  1929,  the  index  standing  at 
104.6.  There  was  a little  change  in  the  volume  of  wage  payments  in  1930, 
but  in  1931  the  index  dropped  to  93.4  and  in  1932  to  77.9,  a 25.5  per  cent, 
reduction,  as  contrasted  with  a lo.o  per  cent,  decrease  in  employment. 
Wage  reductions  and  slightly  decreased  working  time  account  for  the 
difference. 

Information  for  the  food  and  tobacco  industries  is  based  on  reports 
from  100  firms  representing  approximately  20  per  cent,  of  total  employ- 
ment in  these  industries  in  the  State. 
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The  sliowing-  in  the  paper  and  printing  industries 
is  not  far  different.  Even  in  1932,  employment  was 


’’  Employment  in  the  paper  and  printing  industries  decreased  15.8  per 
cent,  in  the  last  three  years  and  wage  payments  fell  34.9  per  cent.  Most 
of  this  decrease  occurred  in  the  manufacture  of  paper  and  wood  pulp  and 
of  paper  boxes  and  bags,  and  not  in  printing  and  publishing.  Employ- 
ment in  the  paper  industry  in  Pennsylvania  has  been  declining  from 
year  to  year  for  the  last  ten  years,  the  index  for  1932  showing  a 27.7  per 
cent,  reduction  since  1923  and  a decrease  of  13.6  per  cent,  since  1929. 

In  paper  box  and  bag  manufacture,  where  employment  is  dependent 
largely  upon  the  volume  of  business  in  other  industries,  the  greatest  reduc- 
tion in  employment  was  shown ; the  employment  index  falling  from  99.5 
for  1929  to  66.4  for  1932,  a 33.3  per  cent,  decrease. 

In  the  printing  and  publishing  industry,  employment  for  1932  averaged 
15-3  per  cent,  less  than  in  1929. 

These  data  for  the  paper  and  printing  industry  are  based  on  reports 
from  sixty-seven  firms  employing  approximately  28  per  cent,  of  the  total 
number  of  workers  in  these  industries  in  the  State. 
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well  over  80  per  cent,  of  average.  The  same  is  true 
of  the  leather  and  rubber  industries.® 


“ This  group  comprises  leather  tanning,  shoe  and  other  leather  prod- 
ucts manufacture,  and  the  manufacture  of  tires  and  rubber  goods.  Em- 
ployment in  shoe  factories  has  fluctuated  rather  violently  from  month 
to  month  in  the  last  two  years  but  has  managed  to  show  a larger  average 
volume  of  employment  for  1932  than  in  1931  or  in  1930.  Wage  payments 
in  the  shoe  industry  for  1932  averaged  lo.o  per  cent,  less  than  in  1931 
and  22.0  per  cent,  less  than  in  1930.  This  decrease  is  due  almost  entirely 
to  wage  reductions  in  these  two  years. 

Employment  in  the  tire  and  rubber  goods  industry  decreased  from 
an  index  of  92.2  in  1929  to  78.5  in  1932,  a 15.0  per  cent,  reduction. 

These  data  for  the  leather  and  rubber  industries  are  based  on  reports 
from  forty-five  firms  whose  employment  normally  comprises  about  38  per 
cent,  of  total  employment  in  these  industries  in  the  State. 
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Similarly,  employment  in  tlie  textile  industry  ® 
averaged  about  80  per  cent,  of  average  even  in  1932. 


"The  third  group  of  major  importance  in  the  manufacturing  activity 
of  the  State  is  the  textile  and  clothing  industries.  Industries  of  the  textile 
group  ordinarily  engage  more  than  20  per  cent,  of  total  manufacturing 
workers  of  the  State. 

The  decline  in  textile  employment  during  the  depression  has  been 
gradual,  and  the  seasonal  recoveries  in  textiles,  particularly  in  the  fall 
of  1930  and  of  1932,  were  relatively  greater  than  in  other  industries. 
Payrolls,  however,  showed  a more  precipitant  decline  than  employment, 
due  to  the  decrease  of  average  hourly  earnings  of  textile  workers.  Hourly 
earnings  in  October,  1929,  the  peak  month  of  the  fall  season,  averaged 
45.4  cents  an  hour  as  contrasted  with  an  average  of  33.7  cents  an  hour 
in  October,  1932,  a 25.S  per  cent,  reduction — indicative  of  very  prevalent 
and  drastice  reductions  in  wage  rates. 

The  data  for  the  textile  industries  are  based  on  reports  from  160 
firms  engaged  in  eleven  classes  of  textile  and  clothing  manufacture.  Ap- 
proximately 30  per  cent,  of  total  employment  in  the  textile  and  clothing 
industries  in  Pennsylvania  is  represented. 
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The  chemical  industries  are  engaged  to  some 
extent  in  the  production  of  durable  goods;  and  it  will 
be  seen  that  the  chart  indicating  fluctuations  in  employ- 
ment is  far  different  from  that  of  the  food,  tobacco, 
printing,  and  leather  industries.  The  downward  turn 
started  much  earlier.  But  even  here  employment  has 
not  fallen  much  below  80  per  cent,  of  average. 
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“ The  chemical  industries  include  the  manufacture  of  chemicals,  drugs, 
coke,  explosives,  paints  and  the  refining  of  petroleum.  In  the  manufac- 
ture of  coke  and  explosives,  the  reduction  in  employment  and  wage  pay- 
ments in  1931  and  in  1932  was  considerable.  In  paint  and  varnish  manu- 
facture and  in  petroleum  refining,  however,  the  decline  in  employment  has 
not  been  serious.  In  fact,  employment  in  petroleum  refining  in  1932, 
according  to  reports  from  six  large  firms  in  this  industry,  was  less  than 
I per  cent,  below  the  1929  figure  and  only  5 per  cent,  less  than  in  1931. 
Payrolls  in  the  chemical  industries  dropped  35  per  cent,  in  the  last  two 
years,  however. 

Information  for  the  chemical  industries  is  based  on  reports  from 
fifty-spen  establishments  representative  of  40  per  cent,  of  total  employ- 
ment in  these  industries  in  the  State. 
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Compare  with  the  foregoing,  the  charts  relative  to 
the  stone,  clay  and  glass  industries,  producers  largely 
of  durable  goods. “ The  downward  trend  was  under 
way  in  1927.  Employment  did  not  exceed  60  per  cent, 
after  the  close  of  1930,  and  fell  below  50  per  cent,  in 
1932. 


The  effect  of  the  slump  in  building  construction  is  clearly  indicated 
by  the  employment  and  payroll  figures  for  the  stone,  clay  and  glass  manu- 
facturing industries.  The  decline  in  employment  and  payrolls  in  this 
group  has  been  almost  continuous  since  1923,  but  the  greatest  drop  is 
shown  following  the  last  large  building  year  in  1926.  The  volume  of 
wage  payments  to  workers  in  these  industries  has  decreased  more  than 
75  per  cent,  in  the  last  six  years,  the  index  dropping  from  an  average 
of  100.9  in  1926  to  24.4  for  the  year  1932. 

Information  for  the  stone,  clay  and  glass  manufacturing  industries 
is  based  on  reports  from  sixty-five  firms  representing  approximately  35 
per  cent,  of  total  employment  in  these  industries  in  the  State. 
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The  lumber  industry  is  a typical  durable  goods 
industry.  The  drop  in  employment  after  1929  was 


EMPLOYMENT  AND  WAGE  PAYMENTS  IN 
LUMBER  INDUSTRIES  IN  PENNSYLVANIA 


“ Another  group  of  manufacturing  industries  to  some  extent  related 
to  building  construction  is  the  lumber  industries  including  lumber  and 
planing  mills,  furniture  factories,  and  the  manufacture  of  wooden  boxes. 
Normally  more  than  27,000  workers  in  Pennsylvania  are  engaged  in  these 
industries. 

As  in  the  stone,  clay  and  glass  industries,  the  decline  in  employment 
in  the  lumber  industries  dates  from  the  beginning  of  the  slump  in  build- 
ing construction  following  the  big  building  years  in  1925  and  1926.  By 
far  the  largest  decrease  occurred  in  the  lumber  and  planing  mill  industry, 
the  employment  index  decreasing  almost  uninterruptedly  from  103. 7 in 
1925  to  27.3  in  1932.  For  the  month  of  December,  1932,  the  employment 
index  for  this  industry  stood  at  15.2  per  cent,  of  its  1923-1925  average. 
Employment  in  furniture  factories  showed  a similar  trend,  the  index 
declining  from  a peak  of  104.0  in  1927  to  48.5  in  1932,  a 53.4  per  cent, 
reduction. 

The  index  of  wage  payments  for  the  lumber  industries  declined  from 
a high  of  103.0  for  1925  to  29.3  for  1932,  a 71.6  per  cent,  reduction. 

The  employment  and  wage  payment  data  for  the  lumber  industries 
are  based  on  reports  from  about  fifty  firms  whose  normal  employment 
comprises  more  than  22  per  cent,  of  total  employment  in  these  industries 
in  the  State. 
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precipitous;  and  by  the  close  of  1932  employment  had 
fallen  below  40  per  cent. 

The  metal  industries  show  a similar  situation, 
with  a precipitous  drop  beginning  in  1929.  These  in- 
dustries normally  employ  about  one-fourth  of  the  total 
workers  in  all  manufacturing  industries  in  the  State. 


fourth  of  the  total  workers  in  all  manufacturing  industries  of  the  State. 
One-third  of  the  workers  in  metal  industries  are  located  in  Allegheny 
County. 

The  employment  decline  in  the  metal  industries  has  been  about  20  per 
cent,  worse  than  in  all  manufacturing.  Payrolls  in  metal  manufacturing 
have  decreased  25  per  cent,  more  than  in  all  manufacturing.  Payrolls 
in  the  metal  industries,  according  to  census  figures,  totaled  $548,165,000 
for  the  year  1929.  According  to  the  reduction  shown  by  tbe  index, 
payrolls  for  the  metal  industries  must  have  dropped  to  about  $156,775,000 
for  1932. 

Data  for  the  metal  industries  are  based  on  information  reported  from 
250  metal  manufacturers  in  Pennsylvania  engaged  in  twelve  different 
branches  of  the  metal  industry.  About  60  per  cent,  of  the  total  number 
of  workers  engaged  in  the  metal  industries  of  Pennsylvania  is  represented 
in  the  index. 
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The  chart  of  emplovinent  for  the  anthracite  coal 
mining  industry/^  whose  output  is  partly  consnmp- 


“ The  trend  of  employment  and  wage  payments  in  the  anthracite 
coal  mining  industry  has  been  distinctly  downward  for  more  than  five 
years,  reflecting  a decided  loss  in  markets  as  well  as  a rapid  displacement 
of  workers  by  modern  mining  machinery.  Seasonal  unemployment  in 
anthracite  coal  mining  is  becoming  an  increasingly  important  factor  judg- 
ing from  the  violent  fluctuations  of  the  payroll  curve  in  this  industry 
during  the  last  five  years. 

While  it  is  true  that  the  depression  has  aggravated  the  decrease  of 
employment  in  anthracite  coal  mining,  it  seems  that  the  more  fundamental 
changes,  such  as  the  competition  of  other  fuels,  the  concentration  of 
anthracite  mining  at  points  where  production  costs  are  lower  (as,  for 
example,  the  temporary  abandonment  of  tbe  narrow  vein  operations),  and 
the  introduction  of  improved  mining  machinery  and  breaker  equipment 
at  many  of  the  collieries,  have  been  the  mort  important  factors  in  decreas- 
ing employment  in  the  anthracite  industry. 

In  1928  an  average  of  167,650  workers  were  employed  in  the  anthra- 
cite coal  mining  industry  in  Pennsylvania.  The  employment  index  is 
based  on  reports  from  160  collieries,  more  than  60  per  cent,  of  total 
employment  in  the  anthracite  industry,  and,  accordingly,  should  be  thor- 
oughly representative.  Estimating  from  this  index  then,  the  average 
number  employed  in  the  anthracite  industry  has  decreased  nearly  61,000  in 
the  last  five  years. 
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tion  goods  and  party  durable  goods,  shows  not  only 
wide  seasonal  variations,  but  also  a steady  downward 
course  since  1927. 

Tlie  transportation  equipment  industries  are  an 
extreme  example  of  the  wide  fluctuation  in  the  output 
of  durable  goods.  This  is  another  important  industry 
group  in  Pennsylvania,  normally  employing  only  a few 
less  workers  than  the  metal  industries.  This  group 


^ While  automobile  manufacture  in  Pennsylvania  is  of  relatively 
minor  importance,  the  manufacture  of  automobile  bodies  and  parts  has 
become  increasingly  important.  Except  for  steel  works  and  rolling 
mills,  railroad  repair  shops  normally  employ  more  workers  in  Pennsyl- 
vania than  any  other  one  manufacturing  industry. 

Employment  in  the  transportation  equipment  industries  not  only  has 
shown  a sharp  decline  since  1929  but  also  has  been  declining  progressively 
since  1923  except  for  a slight  increase  in  1929.  The  decline  since  1923 
has  been  due  primarily  to  the  decrease  of  employment  in  railroad  car 
repair. 

Data  for  the  transportation  equipment  industries  are  based  on  reports 
from  thirty-five  large  firms  representing  approxirnately  18  per  cent,  of 
total  employment  in  these  industries  in  Pennsylvania. 
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includes  the  manufacture  of  automobiles,  automobile 
bodies  and  parts,  locomotives  and  cars,  railroad  car 
repair,  and  shipbuilding. 

Finally,  the  chart  of  employment  in  the  construc- 
tion and  contracting  industry  shows  one  of  the  most 


construction  and  contracting  industry  in  Pennsylvania  was  begun  in 
January,  1926,  from  a relatively  small  group  of  firms.  Less  than  5 per 
cent,  of  total  emploj^ment  in  construction  and  contracting  in  Pennsylvania 
is  represented  in  the  index  for  the  years  1926,  1927,  1928  and  most  of 
1929.  In  October,  1929,  the  monthly  survey  of  employment  in  this  industry 
was  considerably  extended  and  reports  are  now  received  each  month 
from  more  than  a thousand  contractors.  Because  of  the  extremely  low 
level  of  employment  in  construction  work  at  present,  it  is  very  difficult 
to  determine  what  proportion  of  total  employment  in  the  construction 
industry  in  normal  times  would  be  represented  by  the  firms  now  reporting. 
A conservative  estimate  would  be  somewhere  between  20  and  30  per  cent. 
While  the  collection  of  data  in  this  industry  was  begun  only  in  1926,  it 
was  possible  to  place  the  index  on  a 1923-1925  base  by  establishing  a 
preliminary  base  for  the  year  1926  and  then  converting  the  index  to  a 
1923-1925  base  using  a conversion  factor  of  the  ratio  of  the  1923-1925 
average  of  construction  contracts  awarded  in  Pennsylvania  to  the  1926 
average. 

The  close  correlation  between  the  employment  and  wage  payment 
curves  in  this  industry  during  the  five  years,  1926-1930,  is  rather  signifi- 
cant. The  prevalence  of  fixed  wage  scales  and  a minimum  of  overtime 
employment  because  of  the  additional  compensation  at  higher  rates  usually 
paid  for  overtime  work  in  the  construction  industry  undoubtedly  account 
for  this  close  correspondence  between  the  employment  and  payroll  curves. 
In  1931  and  in  1932,  however,  there  is  a noticeable  divergence  in  the  two 
lines.  This  is  due  almost  entirely  to  wage  reductions. 
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irregular  of  the  group  of  durable  goods  industries. 
Not  only  are  seasonal  variations  extreme,  but  the  de- 
cline in  employment  over  a period  of  years  has  been 
striking. 

That  the  wholesale  and  retail  trades  contribute 
little  to  unemployment  will  be  seen  from  the  following 
chart. Aside  from  the  sharp  seasonal  peaks  due  to 
Christmas  trade,  the  variations  have  not  been  great; 
and  even  in  1932  average  employment  was  in  excess  of 
80  per  cent. 
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” Data  on  employment  in  retail  trade  and  of  employment  in  wholesale 
trade  are  plotted  on  the  same  chart.  The  collection  of  information  on 
wage  payments  in  these  industries  was  started  only  within  the  last  year. 

The  chart  shows  clearly  the  marked  seasonal  employment  in  retad 
trade  as  contrasted  with  the  fairly  even  level  of  emoloyment  in  wholesale 
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The  foregoing  facts  indicate  that  the  real  problem 
of  industrial  unemployment  lies  in  the  durable  goods 
industries.  It  can  be  demonstrated  that  the  greater 
part  of  all  industrial  unemployment  is  in  these  indus- 
tries, or  is  directly  attributable  to  the  reduced  pur- 
chases of  consumption  goods  by  employees  rendered 
idle  in  these  industries. 


trade.  The  employment  curve  for  retail  trade  shows  two  distinct  em- 
ployment peaks  each  year.  The  minor  peak  reached  in  April  is  attribu- 
table to  increased  trade  during  the  Easter  season.  The  second  major  peak 
is  reached  in  December.  The  employment  curve  in  retail  trade  climbs 
almost  vertically  in  November  and  December  and  then  drops  back  to  its 
usual  level  in  January.  This  December  peak,  of  course,  is  due  to  Christ- 
mas trade. 

The  census  of  1930  shows  that  486,881  workers  are  employed  in  the 
trade  industries  in  Peimsylvania — 373,144  in  retail  stores  and  113,737 
by  wholesale  firms.  Applying  the  index  figures  to  these  totals,  it  is 
judged  that  in  1932  77,000  fewer  workers  were  employed  ii;  the  trade 
industries  in  Pennsylvania  than  in  1929. 

The  data  of  employment  in  wholesale  trade  are  based  on  reports 
from  nearly  150  firms  and  represent  about  4 per  cent,  of  total  employ- 
ment in  wholesale  trade  in  Pennsylvania.  Information  for  the  retail  indus- 
try is  based  on  reports  from  more  than  300  stores  and  is  representative 
of  approximately  8 per  cent,  of  total  employment  in  the  retail  industry 
of  the  State.  In  this  connection,  it  should  be  pointed  out  that  with  more 
than  135,000  retail  stores  and  with  approximately  10,500  wholesale  estab- 
lishments in  the  State,  it  is  not  practicable  to  obtain  the  same  representa- 
tion of  total  employment  m these  industries  as  in  other  industries  because 
of  the  much  larger  number  of  firms  it  would  be  necessary  to  canvass  each 
month.  While  the  representation  of  total  employment  in  these  industries 
is  relatively  small,  the  group  of  firms  reporting  is  carefully  selected  as  to 
size  of  establishment,  kind  of  merchandise  and  geographical  location.  It 
is  believed  that  for  these  two  industries  the  trend  of  employment  as  shown 
by  the  indexes  computed  from  the  reports  for  this  relatively  small  number 
of  firms  is  very  likely  the  same  as  would  be  shown  by  reports  from  a much 
larger  number  of  firms. 
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RESERVES  LEAST  EFFECTIVE  WHERE 
NEEDED  MOST. 

Individual  or  industry  reserves  cannot  prevent 
these  great  swings,  nor  can  they  afford  any  substantial 
relief  for  unemployment  arising  therefrom.  From 
their  very  nature,  such  reserves  provide  the  least 
benefit  where  the  greatest  need  exists.  In  the  group 
of  consumption  goods  industries,  where  fluctuations 
of  employment  are  relatively  small,  unemployment  in 
ordinary  times  presents  no  great  problem.  A fund  of 
$75.00  per  employee  would  be  readily  accumulated  and 
easily  maintained,  for  the  very  reason  that  benefits 
paid  out  would  be  inconsequential. 

No  such  plan  could,  on  the  other  hand,  prove  of 
any  real  benefit  in  a marginal  industry  or  in  an  ir- 
regular industry,  such  as  the  steel  industry,  where 
fluctuation  of  operations  between  the  peaks  and  the 
valleys  is  in  the  ratio  of  five  to  one  or  more,  and  where 
the  problem  of  unemployment  is,  therefore,  most  seri- 
ous. No  such  industry  could,  by  the  contribution  of 
2 per  cent,  or  3 per  cent,  of  payrolls,  accumulate  a 
fund  in  any  way  sufficient  to  provide  any  real  measure 
of  security  for  workers. 

In  times  of  depression,  the  reserves  accumulated 
under  sucli  a plan  Avould  have  been  wholly  exhausted, 
or  the  right  of  individual  employees  to  benefits  would 
have  expired,  long  before  the  social  problem  of  unem- 
ployment had  become  acute. 

Experience  with  private  plans  and  with  trade 
union  plans  tends  to  confirm  this  conclusion.  It  is 
true  that  they  have  been  too  few,  and  their  experience 
too  limited,  to  permit  any  final  judgment.  But  all  of 
them  give  such  limited  benefits  at  any  time,  and  their 
resources  Avere  so  quickly  exhausted  Avhen  subjected 
to  the  drains  of  relief  in  this  depression,  that  their 
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experience  gives  no  warrant  for  their  compulsory  ex- 
tension to  all  trade  and  industry. 

We  have  no  desire  to  minimize  the  value  of  private 
plans,  or  to  discourage  their  adoption.  It  is  the  pro- 
posal to  make  them  compulsory,  with  all  that  this 
implies,  which  is  objectionable. 

OBJECTIONS  TO  INSURANCE  PLANS. 

Desirous  of  avoiding  the  limitations  of  individual 
and  industry  reserve  plans,  the  Ohio  Commission  pro- 
posed a single  state-wide  pool,  designed  to  distribute 
the  risk  of  unemployment  in  the  various  industries 
and  individual  enterprises. 

This  distribution  of  risk  is  obtained,  however,  at  a 
high  cost.  Necessarily,  it  means  that  the  strong  must 
carry  the  weak.  It  means  that  contributions  will  tend 
to  be  made  in  inverse  proportion  to  benefits  derived. 
One  may  wonder  how  long  employers  and  employees  in 
the  regular  industries  will  be  content  to  contribute  to 
a fund  the  greater  part  of  which  must  of  necessity  be 
used  as  a source  of  payments  to  those  in  the  irregular 
industries. 

Employees  are  also  much  concerned  in  this,  be- 
cause in  the  long  run  all  contributions  will  tend  to  be 
derived  from  funds  which  otherwise  would  be  avail- 
able for  the  payment  of  wages.  In  general,  any  con- 
tribution paid  by  industry  must  be  absorbed  either  by 
the  stockholder,  the  customer  or  the  employee.  The 
prospect  for  future  earnings  is  so  small  at  the  present 
time,  and  promises  to  be  negligible  for  such  an  in- 
definite time  in  the  future,  as  to  make  the  profits  of 
stockholders  an  impractical  source  from  which  to 
absorb  such  costs.  As  to  the  prospect  that  such  costs 
will  be  absorbed  by  the  buyer  in  the  increased  price 
of  products,  it  must  be  recognized  that  for  some  time 
in  the  future  we  will  be  in  a buyer’s  market  and  that 
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where  competition  is  severe,  there  will  be  no  possibility 
of  loading  any  additional  costs  upon  the  price  of  the 
product.  This  means  inevitably  that  the  cost  of  these 
contributions  must  be  absorbed  by  wages.  If  this  is  so, 
these  unemployment  insurance  and  reserve  plans  ac- 
tually are  devices  for  compulsory  saving  on  the  part 
of  workers. 

The  disproportion  between  contributions  and  bene- 
fits under  any  insurance  lolan  may  be  brought  out  by  the 
experience  of  England.  English  industries  have  been 
classified  into  thirty-four  groups.  The  contributions 
made  by  employers,  employees  and  the  government  in 
eleven  of  those  groups  in  the  four  years  ending  June 
30,  1930,  were  from  two  to  three  times  as  great  as  the 
amount  paid  out  in  benefits  to  workers  in  these  groups. 
On  the  other  hand,  the  benefits  received  by  workers 
in  six  other  groups  were  from  three  to  four  times  as 
great  as  the  amounts  paid  in  by  them,  their  employers 
and  the  government  for  their  account.^® 

To  overcome  this  objection,  the  Ohio  bill  provides 
that  after  a period  of  time  employers  shall  be  rated  in 
accordance  with  their  unemployment  experience,  and 
that  the  contributions  of  those  having  the  greatest 
unemployment  may  be  increased  from  2 per  cent,  to  a 
maximum  of  31^  per  cent.,  and  the  contributions  of 
the  opposite  group  reduced  from  2 per  cent,  to  not 
less  than  1 per  cent.  That  such  a rating  system  is 
feasible  at  all  has  been  denied  by  the  Royal  Commis- 
sion which  has  been  studying  unemployment  insurance 
in  England.^'*  AVhether,  even  if  otherwise  feasible  it 
would  overcome  the  disparity  above  discussed,  is  diffi- 
cult to  say.  AVhether  it  might  not  open  the  door  to  the 
gravest  possibilities  of  political  manipulation  is  also 
open  to  question.  It  seems  clear,  however,  that  the 

See  Monthly  Labor  Review,  August,  1931,  p.  28. 

See  Fitial  Report,  Royal  Commission  on  Unemployment  Insurance, 
1932,  Cmd.  4185,  § 309. 
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imposition  of  contributions  of  3^  per  cent,  of  payroll 
upon  the  most  irregular  industries  would  prove  fatal 
in  many  instances. 

Waiving  all  of  these  considerations  for  the  mo- 
ment, attention  should  be  directed  to  the  question  of 
the  effectiveness  of  even  the  insurance  plan  or  the 
pooled  state-wide  reserve,  as  a source  of  relief  for 
depressional  unemployment. 

The  actuary  of  the  Ohio  Commission  calculated 
that  approximately  one-half  of  all  individual  cases  of 
unemployment  are  of  ten  weeks’  duration  or  less,  so 
that  over  60  per  cent,  of  all  unemployment  would  be 
relieved  throagh  benefits  under  the  Ohio  plan.-^*  This 
estimate  is  open  to  serious  question.  Material  avail- 
able for  such  a calculation  is  practically  non-existent 
in  the  United  States;  and  what  is  more  important  as 
a test  of  the  reliability  of  the  resulting  estimate  is 
the  fact  that  what  little  information  there  is  available 
is  derived  from  the  United  States  Census  figures  of 
April,  1930.  It  is  clear  that  the  census  was  taken  far 
too  early  in  this  depression  to  give  a basis  which  is 
in  any  sense  useful  for  an  estimate  of  average  duration 
of  individual  instances  of  unemployment,  especially 
during  a long  depression. 

In  view  of  the  limitations  upon  benefits,  it  is  ob- 
vious that  the  longer  the  period  of  continuous  unem- 
ployment in  individual  cases,  the  smaller  will  be  the 
proportion  of  cases  subject  to  relief  by  insurance  bene- 
fits. Since  it  is  unemplojnnent  of  long  duration  which 
presents  the  only  real  problem,  a system  of  insurance 
which  does  not  relieve  the  distress  of  such  continued 
unemployment  is  inherently  ineffective. 

The  practical  effect  of  this  system  in  a depression 
may  be  judged  to  some  slight  extent  by  the  facts 
brought  out  in  a small  sample  study  of  unemployment 

“"See  Report  of  the  Ohio  Commission  on  Unemployment  Insurance, 
Part  II,  pp.  216-218. 
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made  in  1932  on  behalf  of  the  Ohio  Commission  by 
the  Department  of  Sociology  of  the  University  of  Cin- 
cinnati.*^  The  object  of  the  study  was  to  determine  the 
social  consequences  of  unemployment  “among  the  mid- 
dle strata  of  wage  earners,  to  whom  unemployment, 
and  especially  charity  as  its  result,  are  unusual  ex- 
periences.” The  study  was  conducted  among  the  wage 
earning  group  “who  are  customarily  industrious,  com- 
petent and  self-reliant.”  Care  was  taken  to  omit 
“charity”  cases  and  to  obtain  the  effects  of  the  de- 
pression upon  the  “great  middle  industrial  group  who 
are  normally  adequate  to  the  economic  situation,  and 
who  would  be  most  concerned  by  the  establishment  of 
unemployment  insurance.”  Keplies  were  received 
from  fifty-six  white  and  forty  colored  workers,  or  a 
total  of  ninety-six.  Of  these,  eighty-two  had  lost  their 
regular  employment  more  than  twelve  months  preced- 
ing the  investigation,  and  therefore  could  not  have 
qualified  for  unemployment  insurance  at  all.  In  forty- 
three  cases  of  the  eighty-two,  more  than  two  years 
had  elapsed  since  the  breadwinner  had  lost  his  regular 
job. 

NO  PLAN  CAN  BRING  ABOUT  THE  ACCUMULA- 
TION OF  A RESERVE  ADEQUATE  TO  DEAL 

WITH  DEPRESSIONAL  UNEMPLOYMENT. 

The  plans  currently  proposed  cannot  deal  with  de- 
pressional  unemployment  because  they  provide  for  the 
accumulation  of  such  limited  reserves  that  severe  re- 
strictions must  of  necessity  be  imposed  upon  benefits. 
The  accumulation  of  reserves  adequate  to  relieve  de- 
[)ressional  unemployment  would  impose  such  a burden 
upon  industry  as  to  be  impossible  in  a competitive 
economic  system.  An  attempt  to  compel  industry  to 
accumulate  such  reserves  would  bring  economic  stag- 
nation. 


^ Ibid.,  pp.  41  ff. 
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This  fact  is  recognized  by  most  of  the  advocates 
of  the  proposed  plans;  and  they  admit  that  no  practical 
system  of  unemployment  reserves  or  insurance  can 
relieve  depressional  unemployment.  Nevertheless,  it 
is  frequently  contended  that  this  is  no  adequate  argu- 
ment against  such  plans,  for  two  reasons : First,  be- 
cause the  effect  of  the  adoption  of  these  plans  ivill  tend 
to  prevent  depressions  in  the  future,  so  that  the  prob- 
lem of  depressional  unemployment  probably  will  not 
recur.  They  contend  that  this  result  will  follow,  (1) 
because  these  plans  will  provide  an  effective  incentive 
to  the  regularization  of  operations  and  will  discourage 
over-expansion,  and  (2)  because,  through  the  accumu- 
lation of  reserves,  they  will  provide  a volume  of  poten- 
tial purchasing  power  which,  when  released  in  the 
form  of  benefits,  vill  forestall  a decline  in  business 
activity.  Second,  because,  wholly  aside  from  these  con- 
siderations, these  plans  provide  a desirable  and  effect- 
ive means  of  relieving  unemployment  existing  in  ordi- 
nary times  and  during  times  of  minor  business  reces- 
sions. 

These  contentions  will  be  discussed  in  the  order  bi 
which  they  have  been  stated;  and  it  will  be  shown,  (1) 
that  the  adoption  of  these  plans  can  have  no  material 
effect  upon  the  regularization  of  operations;  (2)  that 
the  availability  when  needed  of  the  large  reserves 
which  would  be  necessary  to  replace  lost  purchasing 
power  is  open  to  question;  and  (3)  that  unemployment 
in  ordinary  times  presents  no  sufficient  problem  to  war- 
rant the  adoption  of  these  measures. 
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THE  EFFECT  OF  RESERVES  UPON  REGULARI- 
ZATION OF  EMPLOYMENT. 

One  of  the  primary  claims  of  advocates  of  compul- 
sory reserves  is  that  they  attack  the  problem  of  un- 
employment at  its  roots  by  stimulating  regularization 
of  operations  through  the  imposition  of  a penalty  upon 
irregularity.  It  will  be  remembered  that  the  employer 
need  make  no  contributions  after  his  reserve  has 
reached  a certain  sum,  until  the  reserve  is  drawn  upon 
for  the  payment  of  unemployment  benefits.  It  is  clear 
that  an  employer  who  could  regularize  his  operations 
and  limit  unemployment  would  benefit  by  being  largely 
or  entirely  relieved  of  further  payments  into  the  fund. 

The  control  of  the  employer  over  the  regularity 
of  his  operations  is  most  limited  at  best,  however.  It 
is  very  different  from  his  control  over  industrial  acci- 
dents within  his  own  plant.  Regularity  of  operations 
is  mainly  dependent  upon  circumstances  and  conditions 
over  which  the  employer  has  little  if  any  control:  the 
volume  and  availability  of  capital  and  credit ; changes 
in  style  and  in  consumers’  demands;  tariff  changes; 
fluctuations  in  foreign  exchange ; and  the  myriad  other 
economic  factors  involved  in  our  complicated  economic 
system. 

In  some  of  the  more  regular  consumption  goods  in- 
dustries, it  may  be  possible  somewhat  to  flatten  the 
curve  of  production  by  stimulating  off-season  sales, 
simplifying  the  line,  scheduling  production  more 
closely,  adding  complementary  lines,  manufacturing 
for  stock  and  by  resorting  to  numerous  other  expedi- 
ents. Industry  is  already  fully  aware  of  the  business 
advantages  of  such  stabilization,  and  already  makes 
every  effort  to  attain  it  wherever  possible. 

Regularity  of  operations  in  the  service  industries 
is  entirely  outside  the  control  of  the  individual  enter- 
prise. From  its  nature,  no  service  can  be  performed 
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in  advance  of  demand.  Xo  telegram  can  be  sent  until 
there  is  a sender  who  wants  it  transmitted.  Eestau- 
rants,  hotels,  places  of  amusement,  transportation  and 
trucking  concerns  produce  nothing  in  advance  of  pres- 
ent demand. 

In  most  of  the  durable  goods  industries,  regular- 
ity of  operation  is  almost  entirely  beyond  the  control 
of  the  employer.  The  great  bulk  of  durable  goods 
cannot  be  made  in  advance  of  purchase  agreements, 
because  most  of  such  goods  are  made  to  order,  to  per- 
form a given  function  and  tit  a given  set  of  conditions 
determined  upon  only  at  the  time  of  construction.  A 
building  or  a bridge  cannot  be  produced  in  advance  of 
someone  wanting  it  at  a certain  place  and  of  certain 
specifications.  Some  of  the  building  materials  may  be 
so  produced,  but  only  to  a very  limited  extent. 

In  the  durable  goods  industries,  fluctuations  in  the 
volume  of  production  are  the  result  largely  of  the  ebb 
and  flow  of  capital  seeking  profitable  investment.  In 
times  of  prosperity,  the  production  of  all  such  goods 
increases  rapidly.  The  prospect  of  profit  makes  large 
amounts  of  capital  readily  available,  and  brings  new 
producers  into  the  field.  Gradually  the  cost  of  credit 
and  of  wages  increases,  operating  efficiency  tends  to 
diminish,  and  competition  becomes  more  intense,  until 
the  prospect  of  profit  from  further  extension  becomes 
doubtful.  As  a consequence,  capital  no  longer  flows 
into  industry.  The  first  consequence  is  the  curtailment 
of  production  of  capital  or  durable  goods,  with  result- 
ing unemployment  in  these  lines.  This  starts  the  spiral 
of  deflation.  Normally,  recovery  comes  from  the  need 
for  replacement  and  the  possibility  of  again  producing 
at  a profit  due  to  a reduction  of  the  cost  of  production 
resulting  from  lower  prices,  from  the  wiping  out  of 
excessive  debt,  from  the  development  of  new  technical 
processes,  and  from  the  accumulation  of  fresh  capital 
seeking  investment. 
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These  elements  are  wholly  outside  the  scope  of 
management  in  industry.  The  imposition  of  a cost 
factor  to  penalize  irregularity  in  these  industries  will, 
therefore,  not  only  he  ineffective  in  bringing  about  the 
desired  result,  but  will  tend  to  delay  recovery  from  a 
depression  by  providing  an  obstacle  to  the  necessary 
reduction  in  production  costs. 

THE  PROBLEM  OF  LIQUIDATING  RESERVES 
WHEN  NEEDED. 

Careful  consideration  should  be  given  to  the  argu- 
ment advanced  in  favor  of  these  plans,  that  they  will 
tend  to  iDrevent  depressions  by  creating  reserves 
which,  when  distributed  in  the  form  of  benefits,  will 
maintain  purchasing  power  to  such  an  extent  as  to 
prevent  a material  decline  in  business  activity,  and 
thus  forestall  unemployment. 

If  these  reserves  are  not  very  large,  their  dis- 
tribution as  benefits  may  present  no  problem;  nor  will 
they  do  much  good.  If  they  are  large,  their  liquidation, 
regardless  of  how  they  may  have  been  invested,  is  likely 
to  have  a substantial  effect  upon  the  volume  and  avail- 
ability of  credit,  and  will  probably  result  in  retarded 
liquidation  or  in  an  expansion  of  credit. 

Since  the  decline  from  the  peak  of  each  economic 
swing  is  brought  on  by  the  fact  that  prices  are  too  high, 
any  tendency  to  maintain  them  might  be  of  serious  con- 
sequence in  postponing  and  intensifying  the  essential 
readjustments. 

If  an  expansion  of  credit  were  beneficial  at  such 
a time,  the  government  or  the  Federal  Reserve  system 
could  bring  it  about  through  much  simpler  procedure 
and  under  much  more  effective  control  than  would  be 
possible  under  any  of  these  plans,  in  which  credit  ex- 
pansion would  be  created  through  the  distribution  of 
benefits  in  accordance  with  varying  pre-determined 
legal  rights  beyond  the  control  of  the  central  govern- 
ment and  of  the  banking  system. 
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UNEMPLOYMENT  DURING  “NORMAL”  TIMES. 

Admitting  that  depressional  unemployment  can- 
not be  relieved  by  any  practical  system  of  unem- 
ployment reser^’es,  the  advocates  of  such  systems, 
nevertheless,  urge  them  as  a means  of  relieving  unem- 
ployment existing  in  ordinary  times  and  during  times 
of  minor  business  recessions.  This  argument  evokes 
the  question  whether  the  portion  of  such  unemployment 
which  will  be  reached  by  any  of  these  plans  is  of  suffi- 
cient importance  to  justify  the  erection  of  the  elaborate 
governmental  machinery  which  they  require.  In  re- 
sponse the  following  considerations  are  submitted. 

Unemployment  during  even  “good”  times  is  con- 
siderable. Unfortunately,  only  a rough  estimate  can 
be  made  at  present  as  to  the  composition  of  this  unem- 
ployment, with  a view  to  determining  what  portion 
of  the  unemployed  would  in  any  event  be  reached  by 
any  of  the  proposed  plans. 

The  best  available  estimate  of  unemployment  in 
the  United  States  as  a whole  for  the  years  1897  to  1926 
is  that  of  Paul  H.  Douglas  and  Aaron  Director.--  This 
gives  the  figure  for  average  unemployment  in  trade, 
manufacturing,  transportation,  building  trades,  public 
utilities  and  mining  during  these  years  as  approxi- 
mately 8 per  cent.  This  means  that  the  total  number 
of  persons  normally  unemployed  at  any  one  time  in 
Pennsylvania  in  all  gainful  occupations  covered  by  any 
of  these  plans,  is  less  than  175,000. 

But  this  figure  includes  many  groups  specifically 
excluded  from  benefits : the  aged,  those  engaged  in 
seasonal  industry,  the  marginal  workers,  the  vacation- 
ists, and  the  unemployable.  Precisely  what  proportion 
of  the  total  is  accounted  for  by  these  excluded  groups, 

^The  Problem  of  Unemployment,  New  York,  1931,  The  Macmillan 
Co.,  Chapter  11. 
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is  im])ossible  to  say;  but  undoubtedly  it  is  very  large, 
considering  particularly  the  group  of  the  aged  and 
the  group  of  the  marginal  employees.  The  latter  are 
the  least  desirable  workers.  They  are  the  last  to  be 
taken  on,  and  the  first  to  be  discharged.  They  present 
the  most  serious  problem;  and  yet  they  would  not,  in 
most  cases,  be  able  to  establish  any  qualification  for 
benefits. 

When  all  of  these  groups  are  deducted,  the  num- 
ber of  those  unemployed  during  ordinary  times  who 
would  be  substantially  benefited  by  any  of  the  pro- 
posed systems  is  not  only  so  small,  but  their  unem- 
ployment is  of  such  short  duration  on  the  average,  that 
the  organization  of  extensive  machinery  for  compul- 
sory unemployment  insurance  or  reserves  is  not  war- 
ranted. 

Frank  B.  Bell, 

Charles  Denby,  Jr., 

George  H.  Houston, 

Mary  Flinn  Lawrence, 

B.  Templeton  Smith. 
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STATEMENT  OF  MESSRS.  EDELMAN,  HART- 
NEADY,  RHODES,  WADE  AND  WILSON. 

The  present  Commission  has  been  able  to  consult 
a considerable  mass  of  impartial  and  dependable  ma- 
terial on  the  subject  of  unemployment  insurance.  Most 
of  this  material  is  of  very  recent  origin.  Commissions 
have  been  set  up  to  study  this  question  in  at  least 
eight  other  states  during  the  past  two  years  and  the 
reports  of  virtually  every  one  of  these  other  bodies 
has  had  direct  bearing  on  the  problem  in  Pennsylvania. 
Most  of  the  unemployment  commissions  in  other  states 
have  had  funds  at  their  disposal  and  were  able  to  em- 
ploy the  services  of  exceedingly  capable  persons  to 
collect  all  the  facts  which  need  to  be  gathered  to  enable 
a sound  judgment  to  be  arrived  at  on  such  a question. 

The  overwhelming  weight  of  opinion  of  these 
various  state  commissions  is  in  favor  of  some  form  of 
compulsory  unemplojunent  insurance  or  reserves.  Ap- 
parently, further  research  would  not  alter  the  obvious 
and  elementary  conclusion  that  the  state  must  act  to 
oblige  industry  to  set  aside  reserves  to  prevent  unem- 
ployed workers  from  becoming  public  charges  during  a 
period  of  depressional  unemployment. 

The  members  of  the  Commission  signing  this  re- 
port agree  with  the  conclusions  of  the  New  York  State 
Commission  Report,^  as  follows : 

“that  the  problem  of  unemployment  relief  can 
better  be  met  by  the  so-called  compulsory  unem- 
ployment insurance  plan  than  it  is  now  handled 
by  the  barren  actualities  of  poor  relief  assistance 
backed  by  compulsory  contribution  through  taxa- 
tion. Once  the  facts  are  apprehended  this  con- 
clusion is  precipitated  with  the  certainty  of  a 
chemical  reaction.  ’ ’ 


^Preliminary  report  of  the  Joint  Legislative  Committee  on  Un- 
employment, transmitted  to  the  Legislature,  Feb.  15,  1932. 
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The  New  York  Commission  further  states: 

“The  committee  believes  and  feels  constrained 
to  declare  its  conviction,  that  any  body  of  in- 
telligent men  upon  whom  has  been  focused  knowl- 
edge of  the  actual  exiDeriences  of  the  unemjDloyed 
workers  and  their  dependents  in  this  state  during 
the  present  acute  and  prolonged  depression  must 
reach  the  conclusion  that  systematic  provision  to 
meet  such  emergencies  must  be  made  by  govern- 
ments entitled  to  be  called  modern. 

“The  experience  of  other  nations  in  which 
over  forty  million  workers  are  included  in  unem- 
ployment insurance  plans  make  certain  that  these 
measures  are  effective  and  successful.  At  certain 
points  they  meet  chronic  difficulties.  But  the  plans 
persist  and  command  the  allegiance  both  of  those 
who  have  made  exhaustive  studies  in  this  field  and 
of  the  general  body  of  citizens.  For  a consider- 
able period  of  unemployment  actuarial  provision 
can,  and  therefore  should,  be  made.  This  provi- 
sion to  be  actuarially  sound  and  to  give  the  maxi- 
mum coverage  in  number  of  employees  benefited 
and  in  length  of  benefit  payments  to  be  promised 
with  safety,  must  be  comprehensive.  This  is  to 
say  that  it  must  be  a compulsory  plan  as  commonly 
phrased.  In  our  democracy  a more  apt  phrase 
would  be  cooperative.” 

Massachusetts  Report. 

The  Massachusetts  Commission  in  its  final  report 
states  its  recommendations  in  the  following  terms 

“The  recommendation  which  will  provoke  the 
greatest  discussion  in  the  system  of  state-com- 
pelled unemployment  reserves.  The  claim  will  be 
made  that  unemployment  reserves  are  desirable 
but  should  be  left  to  the  individual  industrial  or 
business  establishment.  We  wish  action  might  be 
left  to  such  volition,  but  we  are  convinced,  from  a 

° Final  report  of  the  Special  Committee  on  Stabilization  of  Em- 
ployment, December,  1932. 
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study  of  past  experience,  that  if  it  \ceve  so  left 

verv  little  would  be  done.  There  are  todav  only 

*/  » » 

a small  fraction  of  employees  under  any  form  of 
unemployment  insurance  or  reserves.  At  the  same 
rate  of  growth,  it  would  be  decades  before  a much 
larger  fraction  would  be  covered.  We  therefore 
recommend  that  the  action  on  this  matter  be  state- 
compelled.  We  make  the  recommendation  in  full 
consciousness  of  the  grave  implications  of  putting 
into  law  a measure  whereby  industry  must  pay 
people  who  become  unemployed  through  no  fault 
of  their  own.  We  have  weighed  every  aspect  of 
the  question.  We  are  convinced  that  unless  the 
State  makes  a start,  there  will  be  no  appreciable 
progress.” 

The  iMassachusetts  report  goes  on  to  state : 

“The  fundamental  case  for  unemployment  re- 
serves lies  in  the  fact  that  under  a democratic 
form  of  society  we  are  practically  forced  to  pre- 
vent any  large  scale  starvation.  Funds  must  be 
provided  somehow.  Gathered  during  times  of 
stress,  through  taxation  or  by  gifts,  they  tend  to 
make  conditions  worse.  Like  other  reserves  for 
contingency  they  should  be  gathered  in  good  times 
if  they  are  to  do  the  most  good  and  the  least  harm. 
And  if  so,  they  must  be  systematically  provided 
for.  It  is  practical  sense  to  build  a system  of 
fund  provision  such  as  will  be  more  logical  in 
placing  the  burdens  and  exert  the  utmost  possible 
effect  on  lessening  rather  than  increasing  the 
severity  of  the  contingency  to  be  met.” 

Ohio  Commission  Conclusions. 

The  Ohio  Commission  on  Unemployment  Insur- 
ance ^ makes  the  following  forceful  statement  which 
is  peculiarly  applicable  to  the  situation  in  Pennsyl- 
vania and  with  which  we  find  ourselves  in  agreement: 

“ . . . the  Commission  recommends  unem- 
plomnent  insurance  because  it  is  the  only  avail- 


' The  Ohio  Commission  on  Unemployment  Insurance,  The  State 
House,  Columbus,  Ohio,  November,  1932. 
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able  substitute  for  charity  and  the  dole.  We  find 
that  the  objections  to  insurance  cannot  be  com- 
pared in  seriousness  to  the  evils  and  dangers  that 
have  befallen  the  state  during  this  depression, 
when  no  provision  had  been  made  in  advance  for 
preventing  distress  from  unemployment.  We 
have  sought  from  those  who  oppose  unemploy- 
ment insurance  to  get  some  substitute,  some  prac- 
tical remedy  for  these  evils  and  dangers.  Nothing 
is  offered,  however,  except  the  present  method 
of  putting  the  unemployed  on  the  dole.” 

. . far-reaching  proposals  for  providing 
employment  have  also  been  advocated,  such  as 
modification  of  anti-trust  laws,  reduction  of 
tariffs,  cancellation  of  war  debts  and  changes  in 
currency  systems  and  credit  control.  But  these 
are  measures  on  which  the  people  of  the  United 
States  have  very  serious  differences  of  opinion. 
Even  if  they  were  immediately  adopted,  however, 
no  one  could  guarantee  that  they  would  be  much 
more  successful  in  providing  work  for  the  unem- 
ployed than  the  methods  tried  during  the  last  three 
years.  Tlie  chances  are  that  for  many  years  to 
come  we  shall  continue  to  have  fluctuations  in  em- 
ployment. At  the  peak  of  prosperity  the  percent- 
ages of  nnemploynient  may  be  quite  low,  but  minor 
depressions  every  three  or  four  years,  major 
depressions  every  nine  or  ten  years,  and  rapid 
technological  changes  at  various  times  will  take 
away  the  means  of  livelihood  from  great  numbers 
of  workers  and  their  families.  Unless  industry 
and  commerce  and  their  employees  have  the  thrift 
and  foresight  cooperatively  to  build  up  large  in- 
surance funds  providing  at  least  maintenance  for 
the  breadwinners  and  their  dependents,  the  only 
other  alternative  is  to  support  them  by  charity 
and  government  doles. 

“Since  those  opposing  insurance  offer  no 
other  alternative,  they  apparently  favor  the  nega- 
tive attitude  that  no  substitute  should  be  tried  for 
charity  and  the  dole.  In  spite  of  the  fact  that 
those  methods  have  been  tried,  all  thinking  people 
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recognize  existing  unemployment  conditions  to  be 
a serious  threat  to  national  and  family  life.  The 
Commission  is  of  the  opinion  that  this  threat  re- 
quires us  to  apply  the  method  of  insurance,  which 
has  proven  so  extremely  useful  in  meeting  other 
industrial  risks.” 

Community  Council  Urges  Reserve  System. 

The  Community  Council  of  Philadelphia  and  Del- 
aware Counties  during  the  past  winter  published  a re- 
port ^ on  unemplojunent  which  was  prepared  by  a com- 
mittee representing  almost  all  phases  of  community 
life  and  which  also  had  the  cooperation  of  a number 
of  experts.  This  report  attracted  national  attention 
and  was  reproduced  in  The  Survey  of  March,  1933. 
While  the  report  dealt  mainly  with  the  problem  of  re- 
lief and  relief  standards,  an  effectively  presented  rec- 
ommendation for  the  enactment  of  a compulsory  sys- 
tem of  unemployment  reserves  was  included.  Signifi- 
cant passages  in  the  Community  Council  report  are  as 
follows : 

“.  . .all  forms  of  relief  . . . are  at  best 
relatively  poor  substitutes  for  continuity  of  in- 
come, based  on  service,  which  is  the  essential  con- 
dition of  economic  and  social  security  for  the  in- 
dividual and  of  stable  economic  activity  for  the 
community.  These  conditions  can  be  much  more 
nearly  realized  through  unemployment  reserves 
than  by  any  other  means.  It  is  now  too  late  for 
us  to  reap  the  benefit  of  such  reserves  in  the  pres- 
ent emergency,  but  we  should  begin  now  to  make 
provision  for  the  future. 

‘‘What  is  needed,  to  make  the  unemployment- 
reserve  principle  effective,  is  its  adoption  and  op- 
eration over  the  total  economic  area  within  which 
it  can  be  feasibly  administered.  This  can  best  be 
achieved  by  compulsory  establishment  of  unem- 

' Copies  of  the  report  can  be  had  from  the  Community  Council, 
311  S.  Juniper  Street,  Philadelphia. 
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ployment  reserves,  under  government  sanction 
and  administration,  with  basic  requirements  guar- 
anteeing certain  minimums  of  protection  and 
service,  hut  with  sufficient  flexibility  to  be  adapt- 
able to  tlie  special  conditions  of  different  indus- 
tries and  sections.” 

Report  of  Philadelphia  Chamber  of  Commerce, 

The  undersigned  members  of  the  Commission  have 
been  greatly  impressed  by  the  able,  cautious,  and  very 
convincing  i-eport  of  the  Permanent  Committee  on  Un- 
employment of  the  Philadelphia  Chamber  of  Com- 
merce, which  concludes  that: 

“It  is  tlierefore  the  unanimous  and  deliberate 
judgment  of  your  Committee  that  state-compelled 
reserves  for  unemployment  will  be  necessary  in 
order  to  meet  the  situation  adequately  and  are 
ultimately  inevitable.  ’ ’ 

The  undersigned  members  of  the  Commission  in- 
clude two  gentlemen  who  were  also  members  of  the 
Pennsylvania  Commission  on  Unemployment  which 
Governor  Pinchot  appointed  late  in  1930  and  which  re- 
ported in  1931. 

While  the  1931  Commission  as  a group,  took  no 
definite  position  on  the  question  of  unemployment  in- 
surance, it  did  recommend  to  the  attention  of  the  Gov- 
ernor, the  report  of  its  sub-committee  a majority  of 
whom  did  emphatically  favor  a compulsory  state  sys- 
tem of  insurance  or  reserves.  This  sub-committee  in- 
cluded such  nationally  known  authorities  in  the  field 
of  social  legislation  as  Dr.  Paul  H,  Douglas,  Dr.  Leo 
Wolinan,  and  Dr.  John  B.  Andrews,  Mr.  John  A.  Phil- 
lips, and  Miss  Helen  Hall.  The  recommendations  of 
this  group  were  based  on  a very  thorough  study  of  the 
peculiar  economic  situation  of  Pennsylvania  as  well  as 
a very  accurate  inquiry  into  all  the  known  or  available 
material  bearing  on  the  question. 
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The  report  issued  by  the  Philadelphia  Chamber 
of  Commerce  is  signed  by  a group  including  some  of 
the  most  influential  and  widely  respected  leaders 
among  the  business  men  of  this  state  and  by  a group 
of  the  mmst  competent  experts  to  be  found  in  the 
country  today.  This  Commission  differs  with  the 
Philadelphia  Chamber  of  Commerce  on  a point  of 
policy  but  must  support  the  reasoning  of  the  report 
as  a whole.  It  is  indeed  signiflcant  and  perhaps  slightly 
ironical  that  a State  Commission  should  find  itself  fol- 
lowing rather  than  leading  a Chamber  of  Commerce 
on  a matter  concerning  social  legislation. 

It  is  the  considered  judgment  of  the  members  of 
the  Commission  signing  this  report  that  the  Common- 
wealth of  Pennsylvania  should,  during  the  1933  ses- 
sion of  the  General  Assembly  enact  a moderate  meas- 
ure which  would  definitely  commit  the  state  to  the 
principle  of  compulsory  unemployment  reserves. 

The  undersigned  members  of  the  Commission 
have,  as  a group,  been  closely  in  touch  with  the  legis- 
lative situation  at  Harrisburg  in  recent  vears  and  are 
convinced  that  it  would  be  much  easier  to  gain  some 
support  for  a definite  unemployment  insurance  bill 
rather  than  follow  the  proposal  of  the  Philadelphia 
Chamber  of  Commerce  for  the  establishment  of  a legis- 
lative commission  to  study  the  technical  problems  sur- 
rounding this  question  for  the  next  two  years.  AVe 
are  thoroughly  in  sympathy  with  the  purpose  and 
spirit  of  the  Philadelphia  Chamber  proposal  for  a 
continuing  commission  but  feel  that  it  might  be  even 
more  difficult  to  secure  an  appropriation  for  a study 
of  the  question  than  it  would  be  to  secure  enactment 
of  an  unemployment  reserves  bill. 
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Comment  on  Commission  for  Further  Study. 

The  Philadelphia  Chamber  of  Commerce  urges 
that  no  hastily  conceived  legislation  shall  be  adopted. 
It  is  our  view  that  until  the  various  states  have  had 
one  or  two  years  actual  practical  experience  with  un- 
employment insurance  or  reserves  after  the  passage 
of  legislation  that  all  lengthy  researches  into  this  sub- 
ject must  be  more  or  less  academic  in  character.  The 
members  signing  the  present  report  are  very  strongly 
of  the  opinion  that  there  is  now  available  ample  expert 
opinion  and  authoritative  data  which  would  warrant 
immediate  enactment  of  legislation,  provided  of  course, 
that,  as  in  the  case  of  the  Wisconsin  Unemployment 
Reserves  bill,  the  law  will  not  go  into  operation  until 
emplojTnent  has  returned  to  more  normal  proportions. 

There  are,  of  course,  differences  of  opinion  among 
ihe  experts  as  to  the  type  of  unemployment  insurance 
bill  which  should  be  adopted  at  this  time.  The  feeling 
which  I)r.  Tyson  of  this  Commission  displays  on  the 
matter  is  typical  of  the  disagreements  among  experts. 
The  various  State  commissions  are  proposing  slightly 
different  methods  of  attacking  the  problem.  In  fram- 
ing the  bill  which  was  introduced  in  the  Pennsylvania 
Legislature,  the  undersigned  members  of  the  Commis- 
sion selected,  on  the  advice  of  close  students  of  the 
(piestion,  what  is  perhaps  the  mildest  form  of  com- 
})ulsory  reserves  bill  that  has  been  proposed  to  date. 
No  effort  is  made  to  conceal  the  fact  that  the  element 
of  political  expediency,  using  the  term  in  the  very  best 
sense,  was  taken  into  consideration  in  framing  House 
Bill  No.  1735,  introduced  by  Assemblymen  Rhodes  and 
Wade.  It  was  felt  that  a bill  of  the  type  proposed 
would  arouse  less  opposition  than  a so-called  “pooled 
reserves”  bill  and  that  if  public  opinion  would  become 
sufficiently  roused  on  this  matter  that  more  liberal 
amendments  could  be  added  to  the  bill  before  passage. 
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The  bill  is  based  on  a scientific  analysis  of  the 
whole  problem  of  unemployment  reserves  but  in  Penn- 
sylvania, as  in  other  states,  we  unfortunately  lack  the 
necessary  data  which  would  enable  the  most  competent 
authority  to  estimate  in  advance  precisely  what  sum 
of  money  a given  percentage  of  contribution  would 
yield.  And  we  certainly  cannot  estimate  how  great 
the  need  will  be  for  the  benefits  which  the  bill  is  drawn 
to  provide.  What  is  abundantly  and  definitely  clear, 
however,  is  that  any  practical,  businesslike  and  justly 
administered  scheme  must  be  vastly  superior  to  the 
present  hit  or  miss  method  of  leaving  the  workers  en- 
tirely to  the  mercies  of  such  hasty  and  inadequate  re- 
lief schemes  as  may  be  set  up  after  the  depression  has 
arrived. 

The  Denby-Houston-Smith-Bell  report  advises 
against  committing  the  Commonwealth  to  the  principle 
of  unemplojmient  insurance  apparently  because  such 
a measure  does  not  offer  a complete  remedy  for  the 
present  unstahilized  condition  of  industry.  Some  pro- 
ponents of  unemployment  insurance  may  have  made 
statements  indicating  a belief  that  passage  of  reserves 
legislation  would  solve  the  worst  of  our  current  eco- 
nomic ills.  The  experts  on  whose  views  the  under- 
signed group  bases  its  conclusions  claim  that 
unemployment  insurance  is  only  one  of  a number  of 
measures  that  the  modern  state  must  adopt  in  order  to 
secure  stability  of  employment. 

AYe  agree  with  Dr.  Tyson’s  general  criticism  of 
the  Denhy  report  on  this  point.  In  fact  the  obvious 
deduction  that  seems  to  us  that  should  l)e  made  from 
the  Denhy  report  is  that  the  real  reason  that  a recom- 
mendation in  favor  of  unemployment  insurance  is  re- 
jected is  because  such  a measure  is  not  sufficiently 
drastic.  The  Denhy  report  states:  “It  is  obvious  that 
the  present  depression  has  revealed  weaknesses  in  our 
economic  system : that  in  many  respects  a greater  do- 
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gree  of  social  control  may  be  essential.”  Without 
reading  deeper  meanings  into  a statement  of  this  char- 
acter it  can  be  seen  that  the  anthors  of  such  remarks 
are  obviously  thinking  of  the  present  situation  in  the 
terms  of  an  impending  catastrophe.  It  is  our  view 
that  what  may  be  described  as  a “ smashup  ’ ’ is  not  the 
real  danger  facing  the  country  today.  Our  greatest 
fear  is  that  due  to  lack  of  proper  action  by  legislative 
bodies  (federal,  state,  and  local)  that  a species  of 
stagnation  or  decay  will  overtake  the  operations  of 
American  economic  institutions  which  will  be  quite 
unspectacular,  long-drawn-out  but  yet  thoroughly  de- 
structive of  many  of  our  higher  standards  of  present- 
day  life.  It  is  our  view  that  no  single  piece  of  legisla- 
tion, no  one  governmental  policy,  will  correct  present 
* business  and  economic  difficulties.  The  Commonwealth 
cannot  simply  shoulder  the  whole  problem  on  to  the 
United  States  Congress;  nor  can  Congress  permit  the 
“local  community”  to  fend  for  itself. 

Experience  with  social  legislation  in  the  past 
proves  the  great  r'alue  and  importance  of  several  states 
adopting  similar  types  of  social  legislation  at  about 
the  same  time.  Pennsylvania  in  the  past  has  too  often 
permitted  other  competing  industrial  states  to  forge 
ahead  in  instituting  improved  workmen’s  compensa- 
tion legislation  and  the  like. 

Evidence  can  be  presented  which  would  justify  the 
assumption  that  lack  of  sufficient  protective  legislation 
for  wage  earners  tends  to  slow  up  rather  than  stimulate 
industrial  expansion  in  a given  state.  The  argument 
Avhich  the  Ohio  Commission  makes  in  its  report  on  the 
(luestion  of  whether  industry  in  Ohio  would  suffer  in 
competition  with  other  states  if  unemployment  insur- 
ance is  enacted  is  to  our  mind  most  convincing  and  in 
a general  way  applicable  to  the  situation  in  Pennsyl- 
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T]ie  argument  is  advanced  bv  the  Denby-Houston 
group  that  the  State  might  be  called  upon  to  loan  large 
sums  to  any  unemployment  insurance  system  that  will 
be  set  up.  The  State  is  now  giving  large  sums  of  loaned 
money  to  the  unemployed  at  the  present  time  and  dis- 
bursing these  funds  in  a manner  which  seems  to  us 
less  desirable  than  would  be  the  case  if  the  distribution 
of  relief  funds  were  handled  by  a well-organized  and 
well-managed  and  equipped  state  insurance  system. 
There  is  no  reason  whatever  to  assume  that  the  Com- 
monwealth of  Pennsylvania  would  find  itself  obligated 
to  loan  larger  sums  to  the  jobless  if  an  nnemploj’nient 
insnrance  law  were  in  effect  than  it  now  finds  itself 
obliged  to  disburse  in  relief. 

The  Denby-Honston  report  states  that  the  “De- 
pressions are  the  result  of  forces  . . . largely  beyond 
the  control  of  industrial  management.”  The  report 
then  goes  to  argue  against  nnemplojTnent  insnrance  on 
the  grounds  that  the  passage  of  such  legislation  would 
cause  greater  governmental  control  of  industry. 

The  signers  of  this  report  take  the  view  that  if 
industrial  management  is  unable  to  offer  assistance  in 
solving  the  problem  of  unemplo^nnent  that  it  will  even- 
tually be  obliged  to  abdicate.  If  industrial  manage- 
ment sincerely  wishes  to  prevent  rather  drastic  regu- 
lation of  its  activities  by  the  State  the  policy  of  wis- 
dom and  good  business  would  be  to  accept  such  minor 
obligations  and  contributions  as  are  involved  in  the 
adoption  of  a moderate  program  of  social  legislation. 
Furthermore,  there  is  the  supporting  view  of  many 
capable  economists  that  a definite,  even  if  partial, 
measure  of  economic  stabilization  would  be  obtained 
through  enactment  of  any  well-conceived  mandatory 
nnemplo^mient  reserves  law. 
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Objections  to  Reserves  Bill  Discussed. 

The  following-  comment  on  Professor  Tyson’s  in- 
dividual report  is  probably  in  order.  He  is,  we  believe, 
quite  correct  in  his  criticism  of  the  do-nothing-fear- 
everything  attitude  of  the  Denby-Houston  position. 
However,  after  stating  quite  explicitly  that  “to  say 
that  earmarked  and  sizeable  funds  cannot  relieve  the 
distress  of  depressions  flies  in  the  face  of  authentic 
data  of  an  impressive  character  fully  analyzed  in  Brit- 
ish experience  and  in  the  statistical  studies  of  the  Ohio 
and  Minnesota  reports,”  he  criticizes  the  Rhodes-Wade 
Bill  (H.  R.  1735)  on  the  ground  that  a 2 per  cent,  con- 
tribution is  not  sufficient.  We  feel  that  this  is  itself 
of  the  argument  of  the  “perfectionist.”  We  hold  that 
half  a loaf  is  decidedly  better  than  no  bread  at  all. 

We  would  be  glad  to  accept  the  principle  of  state- 
wide pooling  of  reserves  if  there  were  any  reliable  and 
responsible  guarantee  that  this  would  not  bring  opposi- 
tion from  the  employers  who  have  tire  least  unemploy- 
ment. Until  we  have  some  such  assurance  we  con- 
sider that  an  attempt  to  provide  for  state-wide  pooling 
of  reserves  would  be,  in  effect,  regardless  of  the  sin- 
cerity of  the  purpose,  an  attempt  to  delay  the  estab- 
lishment of  any  reserve  system  at  all. 

Above  all,  we  wish  to  point  out  emphatically  that 
unemployment  reserves  of  any  kind  discussed  in  these 
several  reports  is  not  proposed  as  a means  stabilizing 
the  industrial  structure.  We  do  not  believe  any  re- 
serve measure  can  meet  the  most  fundamental  problems 
of  industry.  It  can,  at  best,  provide  a cushion  for 
discharged  workers. 

With  this  statement  clearly  in  mind,  we  consider 
the  majority  opposition  to  such  a reserve  measure  an 
exaggeration  of  the  case.  Nothing  will  be  hurt  by  copy- 
ing the  principle  of  security  for  stockholders,  mani- 
fested at  present  by  the  practice  of  building  up  re- 
serves, and  establishing  security  for  workers  to  a simi- 
lar extent. 
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The  difficulties  of  making  such  payments  are  also 
esaa'gerated.  Let  us  take  the  case  of  a shirt  which  sold 
in  March,  1933,  for  $1.  The  labor  cost  was  40  cents. 
The  cost  of  the  contribution  to  the  unemployment  re- 
serve fund  was  eight-tenths  of  a cent.  AYe  do  not  be- 
lieve tiiat  eight-tenths  of  a cent  will  hurt  any  manu- 
facturer in  Pennsylvania.  In  April  and  May,  1933, 
following  the  inflation,  the  price  of  that  shirt  rose  25 
cents,  while  wages  and  labor  cost  stayed  the  same. 
That  eight-tenths  cent  could  very  easily  have  lieen  paid 
toward  an  employment  reserve  fund  without  any  iiard- 
ship  on  any  one.  The  same  case  applies  in  a rising 
market  throughout. 

Dr.  Leo  AYolman  states  that  ^ “ a charge  amount- 
ing to  as  much  as  five  per  cent  of  the  payroll  could,  in 
many  industries,  be  made  without  producing  a pro- 
portional increase  in  labor  costs,  if  the  management 
of  industry  came  only  a bit  closer  than  it  now  is  to 
exhausting  the  available  opportunities  for  coopera- 
tion with  its  employees.” 

In  view  of  these  considerations  we  feel  that  the 
opposition  to  unemployment  reserves  is  largely  unreal. 
The  only  thoroughly  understandable  objection  would  be 
the  political  one,  that  the  present  leaders  in  Pennsyl- 
vania industry  and  politics  wish  to  hold  in  reserve  for 
a few  years  a measure  for  which  they  will  receive  popu- 
lar credit  and  gratitude  whenever  they  are  gracious 
enough  to  allow  it  to  be  passed. 

JoHx  AY.  Edelmax, 
AIichael  Hartxeady, 
Chester  H.  Rhodes, 
George  N.  AYade, 

Claeexce  P.  AYii.sox. 

^ Address,  Twenty-fourth  Annual  Meeting,  American  Association 
for  Labor  Legislation,  Cleveland,  Ohio,  December  30,  1930. 
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STATEMENT  OF  MR.  TYSON. 

Ill  their  report,  the  Chairman  and  the  employer 
group  have  taken  a position  of  extreme  conservatism 
in  opposition  to  the  proposal  that  unemployment  re- 
serves, either  voluntary,  or  general  in  coverage,  he  set 
up ; they  are  critical  of  plans  to  provide  funds  that  give 
partial  wage  payment  during  restricted  periods  of 
unemployment  due  to  seasonal  shift  and  technical 
progress ; they  dispute  the  value  of  such  reserves  in 
mitigating  the  costs  and  lessening  the  relief  burden  on 
taxation  during  prolonged  dislocations.  In  short,  they 
are  unsympathetic  with  experimentation  with  the  in- 
surance principle  in  meeting  unemployment  costs. 

Their  presentation  places  them  on  the  far  right  of 
community  opinion  which,  wherever  informed,  has 
abandoned  the  negative  attitude.  This  is  certainly  true 
of  Europe,  in  general.  There,  after  a quarter  century 
of  iiractical  administrative  experience  with  subsidies 
to  unemployment  insurance,  most  of  the  European 
countries,  including  Britain,  Germany,  Italy  and  the 
secession  states,  have  incorporated  general  systems 
into  law  as  an  integral  part  of  the  modern  capitalistic 
economy;  such  provision  has  come  to  be  regarded  as 
permanent,  and  essential  to  a degree  of  stabilization  of 
the  political  systems  of  those  countries.  To  say,  there- 
fore, that  ‘ ‘ in  actual  practice  unemployment  insurance 
has  failed  wherever  it  has  been  tried”,  reveals  wishful 
thinking  that  has  either  not  studied  or  not  understood 
this  new  and  established  institutional  development  of 
modern  industrialism.  To  cpiote  an  irrelevant  news- 
paper interview  by  the  most  reactionary  and  irrespon- 
sible of  the  British  political  leaders,  Winston  Churchill, 
and  ignore  more  authoritative  sources,^  illustrates  this 

^ Mary  B.  Gilson,  Unemployment  Insurance  in  Great  Britain.  In- 
dustrial Relations  Counsellors.  New  York,  I93i-. 

Mollie  R.  Carroll,  Unemployment  Insurance  in  Germany.  Brookings 
Institution.  1930. 
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emotional  bias.  Obviously  Cliurcbill  was  uninformed 
in  warning  ns  against  a Federal  system  and  its  political 
dangers,  as  such  a national  development  is  not  possible 
or  even  suggested  for  the  United  States.  Even  Mr. 
Churchill  has  repeatedly  expressed  himself  in  favor  of 
unemployment  insurance. 

Moreover,  this  position,  which  is  similar  to  that 
taken  by  the  National  Association  of  Manufacturers  in 
its  negative  approach,  really  represents  a conventional 
thought  pattern  of  American  life,  stressing  individual- 
ism in  social  relations  and  illustrating  the  cultural  lag 
behind  the  necessities  of  industrial  development. 

Nearly  a dozen  state  reports,  including  those  of  the 
New  York,  Pennsylvania,  California,  Connecticut, 
Massachusetts,  Minnesota,  and  Ohio  Commissions, 
written  by  competent  and  representative  citizens  and 
technicians, — whatever  their  divergent  recommenda- 
tions,— have  without  exception  recognized  the  perti- 
nence of  the  reser^^e  and  insurance  method  in  meeting 
the  measurable  costs  of  unemployment.  In  the  light  of 
these  findings,  the  social  philosophy  of  frontier  individ- 
ualism lying  back  of  the  position  of  the  chairman  and 
those  who  join  him  is  revealing: 

‘‘Unemployment  is  not  yet  a fixed  characi er- 
istic of  American  life.  It  is  in  Europe.  Alterna- 
tives to  the  dole  cannot  be  discussed  in  Europe; 
only  improvements  in  it.  Fortunately  America 
still  refuses  to  accept  mass  unemployment  as  a 
chronic  condition.  Mdien  it  does,  the  present  social 
order  will  be  .changed ; and  the  advantages  of  un- 
emplojnnent  reserves  or  insurance  will  not  be  ade- 
quate to  avoid  this  outcome.  ’ ’ 

Here  is  the  logical  fallacy  of  the  perfectionist  argu- 
ment. Prevention  is  put  in  contrast  with  mitigation: 
Stabilization  versus  Insurance.  This  is  an  unreal  con- 
trast. Douglas’  and  Director’s  statistical  review  of 
unemployment  has  shovm  it  as  a persistent  and  chronic 
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cost  of  American  industrialism,  more  rife  in  the  United 
States  than  in  Britain  since  the  nineties  because  of 
natural  factors  of  climate,  and  the  rapidity  of  shift  and 
change  in  our  industrial  life.-  In  fact,  our  relief  sys- 
tem is  the  real  ‘ ‘ dole  ’ 

No  claim  lias  ever  been  made,  so  far  as  I know,  that 
insurance  can  meet  the  whole  burden  of  depressional 
unemployment,  or  the  need  of  the  marginal  and  casual 
employees.  No  complete  substitute  for  relief  is  pro- 
posed. But  to  say  that  earmarked  and  sizeable  funds 
cannot  relieve  the  distress  of  depressions  flies  in  the 
face  of  authentic  data  of  an  impressive  character  fully 
analyzed  in  British  experience,"  and  in  the  statistical 
studies  of  the  Ohio  and  Minnesota  reports. 

The  position  of  negation  which  holds  that  if  the 
cost  of  chronic  unemployment  must  be  admitted,  change 
in  our  social  system  is  inevitable  allies  the  reactionary 
viewpoint  with  the  position  of  left  wing  socialists  or 
syndicalists,  who  call  for  catastrophic  change.  This 
position  seems  to  me  quite  untenable  in  a practical  in- 
dustrial world  like  ours,  where  realism  calls  for  work- 
ing compromise  and  gradual  adjustments  in  adminis- 
tration and  control  to  maintain  and  strengthen  the 
existing  system.  Such  extremism,  which  savors  of  the 
technocratic  emphasis  of  Scott  and  Eautenstrauch  will 
scarcely  stand  the  test  of  application  to  facts. 

The  elaborated  claim  that  production  goods  indus- 
tries are  so  irregular  that  they  cannot  be  helped  by,  or 
afford  the  cost  of,  reserve  allocations  misses  the  main 
consideration  that  deterrence  of  over-investment  in 
good  years  by  such  reserves  may  act  as  a stabilizing 
device.  In  any  case,  the  pooled  reserve  principle  will 
divert  funds  for  support  of  workers  in  the  more  irregu- 
lar fields,  and  place  on  industry  in  general,  and  particu- 

° P.  H.  Douglas  and  A.  Director,  The  Problem  of  Unemployment, 
Chapters  II,  III,  and  IV.  Macmillan  Company,  New  York,  1931. 

® British  Royal  Commission  Report  on  Unemployment  Insurance. 
1932. 
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Jarly  on  the  consumption  goods  industries,  part  of  the 
costs  of  economic  dislocation.  However,  the  practice 
of  unemployment  insurance  is  not  offered  as  a means  of 
controlling  the  business  cycle,  although  cartel  organiza- 
tion, as  suggested  in  the  Swope  plan  of  stabilization,  in 
conjunction  with  general  insurance  provisions,  would 
make  easier  the  industrial  administration  of  reserve 
systems. 

Fortunately,  there  is  a considerable  body  of  in- 
formed employer  opinion  committed  to  reserve  prac- 
tice. Both  the  United  States  and  Pennsylvania  Cham- 
bers of  Commerce  have  accepted  the  reserve  principle, 
arguing  for  voluntarism  under  employer  control.  Now 
the  Philadelphia  Permanent  Committee  on  Unemploy- 
ment has  taken  the  logical  next  step  and,  under  the 
leadership  of  Morris  E.  Leeds,  who  administered  a suc- 
cessful plan  for  a decade  in  the  Leeds  and  Northrup 
Company,  argues : 

“It  is  estimated  that  at  the  end  of  1931  less 
than  250,000  American  workers  enjoyed  coverage 
under  x^oluntary  unemployment  reserves,  including 
trade  union  and  joint  plans  as  well  as  straight  com- 
plans.  ’ ’ 

“As  a result  of  this  failure  of  voluntary  plans 
to  meet  industry’s  due  share  of  the  problem,  dis- 
tress conditions  have  created  an  increasingly  wide- 
spread and  insistent  demand  for  legislation  to  com- 
pel the  great  mass  of  employers  uniformly  to  pro- 
vide that  protection.”  “ 

“Your  Permanent  Committee  on  Unemploy- 
ment . . . has  found  also  convincing  evidence 
that  sound  and  adequate  reserves  are  needed  to 
cushion  such  unemployment  as  constantly  exists  in 
greater  or  less  degree.  Mdiile  continuing  strongly 
to  believe  in  certain  advantages  peculiar  to  sound 
voluntary  private  plans,  your  Committee  is  forced 

‘Report  to  the  Board  of  Directors  of  the  Philadelphia  Chamber  of 
Commerce  by  the  Permanent  Committee  on  Unemployment,  p.  6. 

® Ibid.,  p.  7. 
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to  believe  that  the  voluntary  approach  is  probably 
inadequate  to  meet  either  the  need  or  the  public 
demand.  It  is,  therefore,  our  deliberate  and  unani- 
mous opinion  that  a system  of  unemployment  re- 
serves to  be  satisfactory  must  cover  industry  gen- 
erally, that  the  burden  should  be  borne  in  such  a 
way  that  its  unavoidable  cost  could  be  passed  on  to 
the  public  in  the  price  of  products,  that  state  com- 
pulsion will  be  needed  to  complete  and  maintain 
that  general  coverage,  and  that  self  and  social 
interest  accordingly  require  that  wise  employers 
pronqDtly  take  their  due  share  of  responsibility  in 
this  movement.  AYe  believe,  in  brief,  that  the  Phil- 
adelphia Chamber  of  Commerce  can  render  a gen- 
uine service  to  its  members,  to  industry  and  to  the 
community  by  using  its  influence  to  direct  the 
needed  legislation  along  sound  and  consistent 
lines.” 

AVith  regard  to  the  policy  of  the  progressives  on 
the  Committee,  the  three  labor  members,  under  the 
leadership  of  Mr.  Edelman,  and  of  Mr.  S.  Raushen- 
bush  of  the  Bureau  of  Industrial  Relations,  who,  with 
the  support  of  the  two  House  members,  Messrs.  Rhodes 
and  AA^ade,  introduced  a State  Reserves  Bill  (House 
Bill  1735),  I have  some  sympathy.  For  political  rea- 
sons of  expediency,  they  evidently  decided  that  a meas- 
ure should  be  presented  for  legislative  review  to  satisfy 
their  constituencies,  not  well  informed  on  the  technical 
issues  involved. 

But  from  the  practical  standpoint  such  a gesture 
at  this  session  is  a futile  one.  The  bill  will  not  pass 
and  will  hardly  be  discussed.  I found  myself  unable 
to  support,  in  deference  to  partially  informed  opinion, 
or  because  of  political  urgency,  a measure  which  gives 
no  valid  answer  to  the  criticism  which  the  chairman 
and  those  who  join  him  are  bringing  against  unem- 
ployment reserves,  and  which  only  very  partially  re- 
duces the  wastes  of  unemployment. 

® Ibid.,  p.  8. 
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I find  myself  in  accord  with  the  carefnl  and  con- 
strnctive  report  of  the  Philadelphia  Permanent  Com- 
mittee on  Unemployment,  which  points  to  the  need  of 
guiding  legislation  along-  sound  and  progressive  lines. 

Progressive  Principles  Ignored  in  House  Bill  1735. 

1.  Joint  Contributions. 

Here  the  question  of  adequacy  of  reserves  is  of 
paramount  importance.  In  all  the  deliberations  of  the 
Committee,  expression  of  employer  opinion  was  uni- 
formly in  favor  of  joint  contributions  and  there  was 
no  decided  objection  on  the  part  of  organized  labor  in 
the  state.  Yet  in  the  Rhodes-Wade  Bill,  provision  is 
made  only  for  an  exclusive  2 per  cent,  employer  con- 
tribution. This  makes  possible  only  maximum  bene- 
fits ranging  from  $12.50  downwards  to  $5  a week,  for 
thirteen  weeks  in  one  year.  These  benefits  seem  so 
inadequate  as  scarcely  to  warrant  the  effort  that  would 
be  necessary,  in  the  face  of  strong  opposition,  to  obtain 
passage  of  the  law. 

The  amended  Mastick  Bill  of  New  York,  No.  1349, 
recognizes  this  inadequacy.  A 3 per  cent,  employer 
contribution  is  substituted,  with  $15  a week  benefit  or 
50  per  cent,  of  the  employee’s  average  wage,  whichever 
is  lower,  and  sixteen  weeks  maximum  benefit.  While 
this  meets  the  problem  of  more  adequate  benefits,  it 
would  seem  to  me  quite  impracticable  politically  to 
require  a 3 per  cent,  employer  contribution,  at  least  in 
the  beginning  of  the  establishment  of  reserves,  and  in 
the  face  of  employer  opposition.  Even  in  the  new  New 
York  measure,  after  3 per  cent,  payment  for  two  years, 
the  rate  of  contribution  may  be  dropped  to  1 per  cent, 
on  accounts  amounting  from  $65  to  $100  reserves  per 
employee,  and  stopped  at  the  latter  figure.  The  Penn- 
sylvania Bill  is  quite  inadequate. 
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Employee  contribution,  it  seems  to  me,  assures 
workers’  participation  in  administration,  as  well  as 
more  rapid  accumulation  of  reserves,  and  larger  bene- 
fits. These  factors  are  essential  to  any  adequate  ex- 
perimentation with  a State  plan. 

2.  Pooling  of  Reserves. 

That  reserve  funds  will  be  isolated  by  individual 
firms,  and  coverage  severely  restricted  is  another  defi- 
nite shortcoming  of  the  measure  that  has  been  intro- 
duced. This  limitation  of  liability  to  individual  plant 
reserves  fails  to  provide  even  a partial  answer  to  the 
position  taken  in  the  report  of  the  chairman  and  those 
who  join  him,  which  points  out  that  reserve  legislation 
will  be  quite  ineffective  in  meeting  the  problem  in  those 
industries  where  the  incidence  of  unemployment  is 
great.  This  criticism,  it  seems  to  me,  can  be  met  only 
by  providing  for  the  joint  pooling  of  reserves  on  a 
state-wide  basis,  which  mil  deal  in  a fair  way  with  at 
least  a limited  field  of  unemployment. 

CONCLUSION. 

For  these  reasons  I have  felt  constrained  to  express 
my  opinion  independently  as  a member  of  the  Commit- 
tee. My  point  of  view  coincides  with  the  general  find- 
ings of  the  Philadelphia  Permanent  Committee  on  Un- 
employment. Their  report,  it  seems  to  me,  takes  a more 
sound  position  in  recommending  an  experimental  pro- 
cedure to  meet  the  main  issues  involved  by  supporting: 

A.  Joint  employer  and  employee  contributions  on 
a continuing  2 per  cent,  and  1 per  cent,  basis,  with 
maximum  benefits  equaling  60  per  cent,  of  normal  full- 
time wages,  for  a period  of  sixteen  weeks  in  any  year; 
and 

B.  State-wide  pooled  reserves  with  merit  rating. 
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As  tliG  report  of  tlie  Committee  says  on  page  10 : 

“ . . . to  secure  increased  strengtli  with  econ- 
omy of  principal  and  administrative  cost,  tJie  prin- 
ciple of  insurance  should  be  applied  to  the  limited 
coverage  agreed  upon  as  the  responsibility  of  in- 
dustry. This  means  that  the  reserves  of  all  em- 
ployers except  those  with  approved  private  plans 
should  be  pooled  in  one  common  state-wide  fund. 
But  a sufficiently  widespread  merit  rating  or  pen- 
alty, on  employer  jjayments  only,  and  based  on  the 
experience  of  individual  employers  in  their  elimi- 
nation of  non-depressional  nnemployment  or  other- 
wise, slioidd  be  provided  to  induce  employers  to 
prevent  all  unemployment  within  their  power. 

‘‘The  size  of  the  fund  and/or  the  total  and 
individual  rates  of  contribution  required  in  terms 
of  eligilde  payroll  to  maintain  the  adequacy  and 
solvency  of  the  fund  should  be  calculated  on  an 
actuarial  basis.” 

I like  also  the  provision  of  the  rei)ort  for  the  fur- 
ther investigation  of  such  problems  as  equitable  cover- 
age, including  seasonal  employment  and  interstate 
standards;  exemptions;  tests  of  unemployment;  invest- 
ment of  funds;  and  actuarial  data. 

The  recognition  of  the  need  for  establishment  of 
adequate  organization  and  machinery  of  administra- 
tion, including  development  of  effective  public  employ- 
ment service,  seems  to  me  to  be  of  great  practical  im- 
portance. These  desiderata  might  have  been  attained 
in  a proposal  to  widen  the  scope  and  powers  of  the  ex- 
isting State  Employment  Commission  (administering 
the  Philadelphia  Public  Employment  Office  experi- 
ment), and  to  make  it  responsible  for  setting  up  the 
administration  of  a system  of  unemployment  reserves 
to  be  inaugurated  at  a later  date  by  legislative  decision. 
For  this  plan,  little  support  was  forthcoming. 

The  prospect  of  obtaining  a responsible  Commis- 
sion to  explore  the  problems  of  unemployment  insnr- 
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aiice  intensively  now  seems  to  me  the  only  effective 
policy,  and  support  slionld  be  given  to  the  Joint  Reso- 
Intion  (House  No.  1855)  which  calls  for  setting  up  an 
official  State  commission  to  study  the  problem  further, 
and  present  its  findings  to  the  nest  general  session  of 
the  Legislature. 

Feascis  D.  Tyson. 


STATEMENT  OF  SENATOR  MANSFIELD  AND 

MR.  RICHARDS. 

On  the  basis  of  the  study  which  we  have  thus  far 
been  aide  to  make  of  the  problem  of  compulsory  nnem- 
ployment  insurance  or  reserves,  we  are  not  prepared  to 
make  a definite  recommendation;  and  we  are,  there- 
fore, nnable  to  sign  any  one  of  the  three  foregoing 
reports.  It  is  our  opinion  that  the  whole  subject  should 
be  further  studied;  and  to  this  end  we  recommended 
that  a Legislative  Commission  be  appointed,  with  suf- 
ficient funds  to  make  a complete  study  of  the  whole 
problem  and  with  directions  to  report  to  the  next  regu- 
lar session  of  the  Legislature. 

W.  D.  IMansfield, 
Baet  Richaeds. 


4 


